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Subject:  Stockholder Proposal to Issue an Annual Report based on the
Global Reporting Initiative's Sustainability Reporting Guidelines
Ladies and Gentlemen:

Pursuant to Rule 14a-8(j) under the Securities Exchange Act of 1934, | am
enclosing six copies of this letter together with a proposal and statement in
support thereof dated November 5, 2002 (the "Proposal”), attached as Exhibit A

hereto. The Proposal was submitted by the Comptroller of the City of New York,
as the lead proponent, together with four co-filers -- Portfolio 21, Citizens

Funds, the General Board of Pension and Health Benefits of the United
Methodist Church, and the Sisters of Mercy of Burlingame (collectively, the
"Proponents”) to the International Business Machines Corporation (the
"Company” or "IBM").

The Proposal provides:

RESOLVED: That shareholders request that IBM disclose its
social, environmental and economic performance to the public by

issuing an annual report based on the Global Reporting Initiative's
sustainability reporting guidelines. (See Exhibit A)

IBM believes that the Proposal may properly be omitted from the proxy materials
for IBM's annual meeting of stockholders scheduled to be held on April 29, 2003
(the "2003 Annual Meeting") for the reasons discussed below. To the extent

that the reasons for omission stated in this letter are based on matters of law,

these reasons are the opinion of the undersigned as an attorney licensed and
admitted to practice in the State of New York.

THE PROPOSAL MAY BE OMITTED UNDER RULE 14a-8(i)(7) AS
RELATING TO THE CONDUCT OF THE ORDINARY BUSINESS
OPERATIONS OF THE COMPANY. :

Rule 14a-8(i)(7) provides that a Company may omit a stockholder proposal from
its proxy materials if the proposal "deals with a matter relating to the company's
ordinary business operations." The Commission has expressed two central
considerations underlying the ordinary business exclusion. See Release
34-40018 (63 Federal Register No 102, May 28, 1998 at p 29,106). The first
underlying consideration expressed by the Commission is that “[c]ertain tasks
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are so fundamental to management's ability to run a company on a day-to-day
basis that they could not, as a practical matter, be subject to shareholder
oversight." (id. at 29,108) “The second consideration involves the degree to
which the proposal seeks to micro-manage the company by probing too deeply
into matters of a complex nature upon which shareholders, as a group, would not
be in a position to make an informed judgment.” The Company believes that the
instant Proposal, calling for IBM to issue an annual report "based on" the Global
Reporting Initiative's Sustainability Reporting Guidelines clearly implicates both
of the underlying concerns of the ordinary business rule, and is thus fully
excludable under Rule 14a-8(i)(7). For convenience, we will sometimes
hereinafter refer to the Global Reporting Initiative's Sustainability Reporting
Guidelines simply as the "GRL."

At the outset, we wish to point out that the Company is aware of the staff's very
recent decision in Johnson Controls, Inc. (November 14, 2002) (hereinafter
"Johnson Controls 11"), addressing a proposal to provide a sustainability report.
We recognize that the staff did not find such other proposal excludable under
Rule 14a-8(i)(7); however, there are critical differences between the proposal in
Johnson Controls Il and the instant Proposal. We believe this Proposal,
although topically similar, goes much further than the proposal in Johnson
Controls | by requiring the Company to make a variety of ordinary business
disclosures, as well as by dictating to the Company the format and structure for
making such disclosures. While the registrant in Johnson Controils |l
unsuccessfully argued that the entire proposal raised only ordinary business
issues, we acknowledge, up front, that portions of the instant Proposal raise
issues which transcend ordinary business, but because of what the instant
Proposal otherwise requires, this makes no difference. Further, the resolution in
Johnson Controls Il merely sought a "report dealing with the social and
environmental issues related to sustainability” but afforded the registrant latitude
in how the registrant would define the term" sustainability." The Johnson
Controls |l proposal also provided the registrant with broad discretion as to the
contents it could elect to place within the "report" sought by the proponents in
that case. In contrast, the instant Proposal does not.

As will be described in further detail below, the instant Proposal goes much
further than the proposal in Johnson Controls Il to limit this Company's
discretion. Not only does the instant Proposal request an "annual report," it
seeks that we disclose social, environmental and economic performance
following the Global Reporting Initiative's Sustainability Reporting Guidelines.
The instant Proposal directs that such annual report be "based on" such
guidelines." In this connection, the GRI, which are referenced in the Proposal,
are found at www.globalreporting.org. The GRI consists of a voluminous (96
Eage set) of guidelines, attached for the convenience of the staff as Exhibit B
ereto.

"These Guidelines are for voluntary use by organisations for
reporting on the economic, environmental and social dimensions of
their activities, products, and services.” (GRI, Introduction at p.1).

As will be described below, by seeking an "annual report" based on the GRI, the
Proponents are specifically calling for IBM to make a host of disclosures, some
of which are ordinary business disclosures, and some of which are not.
Notwithstanding where the Proponents may ultimately want such disclosures to
be made -- whether in a standalone annual report, our Annual Report on Form
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10-K or otherwise -- stockholder proposals like this one, calling for a report which
would have a registrant make ordinary business disclosures supplemental to
those already made by the Company in the ordinary course of its business are
fully excludable under Rule 14a-8(i)(7). It also makes no difference that the
Proponents are seeking for this information to be disclosed in the form of a
"report.” As will be described, infra, a report seeking additional detail on ordinary
business matters is equally and fully excludable under 14a-8(i)(7), even if
portions of that same desired report also seek disclosure of other items which
transcend the ordinary business exclusion.

A. REQUESTING A REPORT WHICH INVOLVES ORDINARY
BUSINESS MATTERS IS FULLY EXCLUDABLE UNDER RULE
14a-8(i)(7).

In Release 34-20091 (August 16, 1983), the Commission implemented a
significant change in the staff’s interpretation of the ordinary business exclusion.
Prior to that time, the staff took the position that proposals requesting issuers to
prepare “reports” on specific aspects of their business, or to form “special
committees” to study a segment of their business, would not be excludable
under the ordinary business exclusion. This interpretation was problematical,
and the Commission recognized it. In Release 34-20091, the Commission found
that its earlier interpretation raised form over substance and rendered the
provisions of the ordinary business exclusion largely a nullity. As a result, the
Commission changed its interpretative position, and following the implementation
of Release 34-20091, the Commission now considers whether the subject matter
of the special report or the committee sought by a proponent involves a matter of
ordinary business; where it does, the proposal will be excludable as ordinary
business under Rule 14a-8(i)(7). See International Business Machines
Corporation (March 2, 2000)(proposal requesting that the IBM board establish a
committee of outside directors to prepare a report on the potential impact on IBM
of pension-related proposals now being considered by national policy makers,
including legislative proposals affecting cash balance pension plan conversions
and related matters was properly determined to be excludable as ordinary
business under Rule 14a-8(i)(7)). The same result should apply here to the
instant Proposal.

B. WHEN ANY PART OF A PROPOSAL IMPLICATES ORDINARY
BUSINESS, THE ENTIRE PROPOSAL MUST BE EXCLUDED UNDER
RULE 14a-8(i)(7).

The Company does not believe there is any confusion over the intended scope
of the Proposal, nor do we believe the Proposal should be modified or recast.
The Proposal clearly seeks for IBM to provide a report, and then points directly to
the GRI, and seeks for such report to be created based on the GRI. Producing a
report in accordance with the GRI guidelines specifically requires the Company
to provide detailed disclosures on a host of ordinary business, as well as other
non-ordinary business matters. However, when a proposal implicates both
ordinary business matters as well as matters which transcend ordinary business,
the Proposal is defective and subject to exclusion under Rule 14a-8(i)(7). Thatis
the fundamental problem with the instant Proposal.

More importantly, in this connection, the staff has regularly and expressly
permitted the exclusion of a variety of proposals where ordinary business and
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non-ordinary business matters were sought. For example the staff has excluded
proposals implicating both corporate governance as well as social or other
substantial policy issues, where only a portion of the relief sought addressed
ordinary business matters. In Wal-Mart Stores, Inc. (March 15, 1999), for
example, a proposal sought for a report to be prepared on the company’s actions
to ensure it did not purchase from suppliers who manufactured items using
forced labor, convict labor, child labor or who failed to comply with laws
protecting their employees’ wages, benefits, working conditions, freedom of
association and other rights. In Wal-Mart, the staff noted that part of the
proposal related to the registrant’s policies to implement wage adjustments to
ensure adequate purchasing power and a sustainable living wage. Given this,
the staff determined that the entire proposal could be excluded under Rule
14a-8(i)(7), reiterating the Division’s practice not to permit revisions of a proposal
under Rule 14a-8(i)(7). The same result should apply in the instant case, and to
the instant Proposal seeking disclosures on both ordinary business and
non-ordinary business matters. See International Business Machines
Corporation (January 9, 2001; reconsideration denied February 14, 2001)(where
a portion of a proposal related to ordinary business (i.e., the presentation of
financial statements in reports to shareholders), the entire proposal, otherwise
dealing with executive compensation matters, was properly excluded). See also
The Warnaco Group, Inc. (March 21, 1999)(to same effect); Kmart Corporation
(March 12, 1999)(to same effect); Z-Seven Fund. Inc. (November 3, 1999)
(proposal containing corporate governance recommendations as well as ordinary
business recommendations was permitted to be excluded in its entirety, with the
staff reiterating its position that it is not their practice to permit revisions to
shareholder proposals under the ordinary business exception); M&F Worldwide
Corp. (March 29, 2000) (proposal to implement actions designed to enhance
shareholder value, including but not limited to repurchase of shares, cash
dividends, sale of assets and curtailment of nonoperating activities was properly
determined by the staff to be excludable in its entirety under Rule 14a-8(i)(7),
since the proposal related in part to non-extraordinary transactions).

Other recent letters have reached the same conclusion on proposals addressing
both executive compensation and other matters. In this connection, it is also
noteworthy that the staff, in Associated Estates Realty Corporation (March 23,
2000), recently concluded that a proposal which made recommendations
concerning the compensation of the chief executive officer and the institution of
a business plan which would include disposition of non-core businesses and
assets could also be excluded in its entirety because it related in part to ordinary
business operations. Similarly, in E*Trade Group, Inc. (October 31, 2000), the
staff concurred in the omission of a proposal under the ordinary business
exclusion which recommended a number of potential mechanisms for increasing
shareholder value, including: (a) the sale of the company; (b) changes to the
executive compensation plan to more accurately reflect company performance
and tie compensation to that performance; (c¢) reduction of staff to improve
earnings performance and (d) dismissal and replacement of executive officers.
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The staff concluded that since two out of four of the mechanisms suggested by
the proponent implicated ordinary business matters, the entire proposal could be
omitted. The staff again reiterated in E*Trade Group, Inc. that it was not the
Division’s practice to permit revisions under rule 14a-8(i}(7). The same
conclusion should be reached here. Thus, even assuming that portions of the
disclosures called for in the GRI would have the Company address matters
falling outside the ambit of the ordinary business exception, this should make
absolutely no difference in the final legal analysis of the entire Proposal’s
excludability under Rule 14a-8(i)(7). If, as in the instant Proposal, any portion of
the items called for by the Proponents under the GRI relates to ordinary
business matters, the entire Proposal can be excluded.

C. HAVING IBM ISSUE AN "ANNUAL REPORT" ON ITS SOCIAL,
ENVIRONMENTAL, AND ECONOMIC PERFORMANCE BASED ON A 96
PAGE SET OF GUIDELINES OF THE GRI -- WHICH GUIDELINES
REQUIRE SPECIFIC REPORTING AND CONTENT, INCLUDING 44
REPORTING ELEMENTS IN THE AREAS OF "VISION AND STRATEGY,"
"PROFILE,” AND "GOVERNANCE STRUCTURE AND MANAGEMENT
SYSTEMS,” AND 50 CORE PERFORMANCE INDICATORS --
CONSTITUTES DISCLOSURE AND DISCUSSION OF A VARIETY OF
EXCLUDABLE ORDINARY BUSINESS MATTERS UNDER RULE
14a-8(i)(7).

In Johnson Controls, Inc. (October 26, 1999) (hereinafter "Johnson Controls 1"},
the staff, in addressing the issue of whether proposals requesting additional
disclosures in Commission-prescribed documents should be excluded under
Rule 14a-8(i)(7), framed the question as to whether or not the subject matter
of the additional disclosure involves a matter of ordinary business; when it
does, the proposal may be excluded under Rule 14a-8(i)(7). The instant
Proposal seeks for us to provide comprehensive disclosure "by issuing an annual
report” based on the Global Reporting Initiative's sustainability reporting
guidelines. It is not clear whether the "annual report” sought by the Proponents
would have us make these disclosures in our Annual Report on Form 10-K, or
whether the Proponents' "annual report" refers only to the frequency of the
desired disclosures (i.e., it would be acceptable to provide a standalone report
other than disclosures in our Form 10-K). In either event, Rule 14a-8(i)(7) now
applies in the same way. In the event the "annual report” reference is to our
Form 10-K, the analysis in Johnson Controls | governs, and the Proposal should
be excluded under Rule 14a-8(i)(7), as a portion of the content sought by the
Proponents to be included in such report clearly relates to ordinary business
matters.” However, even if the Proposal is seeking to have the Company issue a

'The instant situation is also similar to a host of earlier letters where proposals were excluded as
ordinary business when proponents sought to have registrants expand upon other specific items
of interest to them in their periodic reports. Other proposals which also dealt with the format and
content of disclosure in the Company's periodic reports, and sought information not required by
applicable laws or regulations, have also been omitted. In these letters, the staff concurred that
the supplemental disclosures requested by the proponents related to the conduct of the ordinary
business operations of the registrants and were therefore excluded on such basis. See General
Motors Corporation (February 28, 1997){omission of a proposal asking directors to disclose taxes

C:\Documents and Settings\Administrator\My Documents\Suser2\DOCS\NY City Pension Funds et al GRI Response to SEC.lwp

Page 5




separate, standalone report other than the Form 10-K on an annual basis, the
Proposal is still excludable under Rule 14a-8(i)(7). The Proponents, who are
institutional and socially responsible investors experienced in stockholder
proposal matters, have expressly structured the instant Proposal to seek much
more than the proposal which was recently upheld by the staff in Johnson
Controls il supra. However, unlike Johnson Controls i, the instant Proposal
cannot avoid exclusion under Rule 14a-8(i)(7). The Proponents' conscious
desire to have the Company report "based on" the GRI is fatal to the instant
Proposal, because many of the required disclosures under the GRI which we
would have to follow relate directly to IBM's ordinary business operations.

A review of the GRI reveals that it seeks a variety of data across the breadth of
the Company's operations. Although our disclosures do not identically parailel
the items and format called for by the GRI, IBM already makes some of these
same disclosures in various forms, in such places as our SEC filings, our
environmental report and other publications. And, while we can agree that part
of the disclosure items called for under the GRI transcend ordinary business
disclosures, other parts do not. For purposes of Rule 14a-8(i)(7), the Company
maintains that it makes no difference whether the overall report would have the .
Company address matters falling outside the ordinary business exclusion.
However, to the extent that portions of the GRI require that we make disclosures
on ordinary business matters, the entire Proposal is subject to exclusion under
Rule 14a-8(i)(7) under the rationale of Wal-Mart Stores, Inc. (March 15, 1999)
(proposal seeking a report to be prepared on the company’s actions to ensure it
did not purchase from suppliers who manufactured items using forced labor,
convict labor, child labor or who failed to comply with laws protecting their

(Footnote Continued)

paid and collected by the registrant); WPS Resources Corp. (January 23, 1997) (omission of a
proposal requesting supplemental disclosure of the costs of registrant's quality program); E. 1.
duPont de Nemours and Company (January 31, 1996)(staff concurred in omission of proposal
under former rule 14a-8(c){7) which would have required registrant to disclose certain specific
costs; including: (1) legal costs, including those relating to product and environmenta! liability, (2)
costs for employee medical benefits, and (3) the costs of compliance with environmental
regulations); BankAmerica Corporation (February 8, 1996)(proposal to provide detailed disclosure
on an annual and quarterly basis about the bank’s “reserve accounts” excluded as part of the
registrant’s ordinary business operations); American Stores Company (April 7, 1992)(proposal to
have registrant provide income and balance sheet information for each of its operating
subsidiaries excluded as part of the registrant’s ordinary business operations). The same result

- should apply to the instant Proposal. It is subject to exclusion as it seeks for IBM to make a
disclosure on a variety of issues falling within the Company's ordinary business operations. Thus,
whether the disclosure is to go in a 1934 Act SEC-filed document or in a special "report,” if the
subject matter of the report implicates ordinary business disclosures, the proposal may be
excluded. This principle is applicable even where report disclosures on non-ordinary business
matters are also sought. See Wal-Mart Stores, Inc. (March 15, 1999) (proposal seeking report to
be prepared on the company’s actions to ensure it did not purchase from suppliers who
manufactured items using forced labor, convict tabor, child labor or who failed to comply with laws
protecting their employees’ wages, benefits, working conditions, freedom of association and other
rights. Since part of the proposal related to the registrant's policies to implement wage
adjustments to ensure adequate purchasing power and a sustainable living wage, the entire
proposal was excluded. The Wal-Mart rationale is fully applicable here to exclude the instant
Proposal.
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employees’ wages, benefits, working conditions, freedom of association and
other rights. Since part of the Wal-Mart proposal related to the registrant’s
policies to implement wage adjustments to ensure adequate purchasing power
and a sustainable living wage, the entire proposal was properly excluded). The
Wal-Mart rationale is fully applicable here to exclude the instant Proposal. In this
connection, we set forth below a representative, although non-exhaustive
sampling of some of the disclosure items called for by the GRI which implicate
ordinary business matters, and which necessarily mandate the exclusion of the
entire Proposal.

As background, the GRI consists of five parts; the introduction; Part A (Using the
Guidelines), Part B (Reporting Principles); Part C (Reporting Content); and Part
D (Glossary and Annexes).

This letter will focus primarily on Part C of the GRI, the "Reporting Content". As
is described in the GRI:

"Part C of the Guidelines specifies the Content of a GRI-based report.”
(See GRI at p. 35).

It is our view that the Proponents, by: (i) seeking a report based upon the GRI,
which mandates disclosure on a host of items, many of which are garden-variety
ordinary business matters, and (ii) having the GRI items addressed and identified
as required by GRI, are simply seeking to micro-manage the Company by
probing too deeply into matters of a complex nature upon which iBM
shareholders, as a group, are not in a position to make an informed judgment.
See Release 34-40018 (63 Federal Register No 102, May 28, 1998 at page
29,108). See also IBM (March 2, 2000)(proposal requesting that the IBM board
establish a committee of outside directors to prepare a report on the potential
impact on IBM of pension-related proposals being considered by national policy
makers, including legislative proposals affecting cash balance pension plan
conversions and related matters was properly determined to be excludable as
ordinary business under Rule 14a-8(i)(7)).

1. AVARIETY OF DISCLOSURES CALLED FOR UNDER SECTION 2
OF PART C OF THE GRI ENTITLED "PROFILE,” IMPLICATE
ORDINARY BUSINESS MATTERS.

Section 2 of Part C, entitled "Profile" (GRI at p.39) sets forth a variety of
disclosures described under Organisational Profile, under which “frleporting
organisations should provide the information listed." The items listed under
Section 2 include information IBM already provides in various public documents,
although not necessarily with the same depth and detail as is called for by the
GRI. For example, Section 2.2, entitled "Major Products and/or services,
including brands if appropriate” would require IBM to "indicate the nature of its
role in providing these products and services and the degree to which the
organisation relies on outsourcing." The Company's role in deciding what
products and services it provides, as well as the manner in which such products
and services are to be furnished, is a classic ordinary business matter. See
International Business Machines Corporation (December 22, 1997)(product
marketing proposal excluded as ordinary business); Gannett Co. Inc. (March 18,
1993)(proposal to have the registrant, a newspaper and billboard company,
prepare a report on its practices with respect to cigarette advertisements was
properly omitted as falling within the registrant’s ordinary business operations,
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since the proposal related to the nature, presentation and content of the
registrant’s news and advertising).

A host of additional business disclosures are called for under Section 2.2
through 2.9. Some are disclosures relating to our ordinary business operations,
and others are not. And, as noted earlier, some of such disclosures are already
made by IBM through various governmental filings and other publications,
although others are not. To the extent that these specific ordinary business
disclosures are called for in the GRI report, we view the Proposal as excludable
under Rule 14a-8(i)(7). For example, the GRI report specifically calls for specific
disclosure of:

(i) Operational structure of the organisation (Section 2.3);

(ii) Description of major divisions, operating companies, subsidiaries and joint
ventures (Section 2.4);

(iii) Countries in which the organisation's operations are located (Section 2.5);
(iv) Nature of Ownership; legal form (Section 2.6);
(v) Nature of markets served (Section 2.7);

(vi) Scale of the reporting organisation (number of employees, products
produced/services offered (quantity or volume), net sales, and total capitalisation
broken down in terms of debt and equity)(Section 2.8); and

(vii) List of stakeholders, key attributes of each and relationship to IBM, including
communities, customers, shareholders and providers of capital, stock exchange
listings, suppliers, trade unions (relation to workforce and reporting organisation)
workforce, direct and indirect (size, diversity, relationship to IBM); and other
stakeholders (Section 2.9).

These seven items above -- all called for in the GRI report -- clearly implicate
and call for IBM to make a variety of ordinary business disclosures. Moreover,
as earlier noted, IBM already provides some of this same disclosure -- albeit with
a different scope and in a different format -- each year in our Form 10-K and
elsewhere. For example, ltems 1 and 2 of Part | of Form 10-K, referencing
items 101 and 102 of Regulation S-K, require IBM to provide information about
our business and properties. In this connection, it has long been the position of
the staff that registrants are required to present financial information in its
periodic reports in a manner which is consistent with GAAP and applicable laws
and regulations, and the manner in which a registrant elects to present any
additional financial information in its reports to stockholders is a matter of
ordinary business. See Conseco, Inc. (April 18, 2000)(proposal to develop and
enforce policies to ensure that accounting methods and financial statements
adequately reflect the risks of subprime lending was properly excluded by staff
under rule 14a-8(i)7)(i.e., accounting methods and the presentation of financial
statements in reports to stockholders); Household International Inc. (March 13,
2000) (proposal to develop and enforce policies to ensure that accounting
methods and financial statements adequately reflect the risks of subprime
lending properly excluded by staff under rule 14a-8(i)(7)(i.e., accounting
methods and the presentation of financial statements in reports to stockholders);
General Electric Company (January 28, 1997)(proposal to adopt fair value
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method of accounting for stock-based compensation plans as recommended in
FAS 123 but not required under FAS 123 or GAAP excluded as ordinary
business (i.e., the presentation of financial reports to shareholders”); American
Stores Company (April 7, 1992) (proposal to have company include in its annual
report the earnings, profits and losses for each subsidiary and each of its major
retail operations, which was neither required by GAAP or applicable disclosure
standards was properly excluded as ordinary business under Rule 14a-8(i)(7);
American Telephone and Telegraph Co. (January 29, 1993)(proposal that
registrant include a separate income statement for NCR, a wholly-owned
subsidiary, in order for shareholders to monitor profit contribution was properly
excluded as ordinary business (i.e., presentation of financial statements in
annual reports to shareholders); Minnesota Mining and Manufacturing Co.
(March 23, 1988)(staff concluded that a registrant could exclude, as ordinary
business, a request to include an alternate gold standard summary as “the
determination to include disclosure in the Company’s annual report that is not
required by generally accepted accounting principles or by disclosure standards
established under applicable law”). Moreover, the determination as to whether to
disclose ordinary financial and other business information not otherwise required
by law is also a matter of ordinary business. Santa Fe Southern Pacific Corp
(January 30, 1986)(proposal to prepare current cost basis financial statements
for the registrant and its subsidiaries excluded as part of the company’s ordinary
business operations (“i.e., the determination to make financial disclosure not
required by law”).

Hence, under the consistent precedents of the staff noted in the above letters,
whether the Proponents seek this type of supplemental disclosure in our Annual
Report on Form 10-K or in a standalone report to be issued annually, the
analysis is the same. These items are clearly ordinary business items, and
these items go above and beyond what we are otherwise required to disclose.
Since a variety of the disclosures expressly called for under the GRI implicate
ordinary business matters, and since the determination to make financial and
related disclosures not required by law is a matter relating to IBM's ordinary
business operations, the entire Proposal is subject to outright exclusion under
Rule 14a-8(i)(7).

2.  AVARIETY OF DISCLOSURES CALLED FOR UNDER SECTION
3 OF PART C OF THE GRI, ENTITLED "GOVERNANCE STRUCTURE
AND MANAGEMENT SYSTEMS,” ALSO IMPLICATE ORDINARY
BUSINESS MATTERS.

The GRI goes on to require disclosures relating to corporate governance and
management systems, which, under the same legal reasoning noted immediately
above, also cause the entire Proposal to be excluded under Rule 14a-8(i)(7).
Z-Seven Fund, Inc. (November 3, 1999) (proposal containing corporate
governance recommendations as well as ordinary business recommendations
was permitted to be excluded in its entirety, with the staff reiterating its position
that it is not their practice to permit revisions to shareholder proposals under the
ordinary business exception); M&F Worldwide Corp. (March 29, 2000) (supra);
Associated Estates Realty Corporation (March 23, 2000)(proposal concerning
CEO compensation and the institution of a business plan which would include
disposition of non-core businesses and assets could also be excluded in its
entirety because it related in part to ordinary business operations; E*Trade
Group, Inc. (October 31, 2000)(staff reiterating that it was not the Division’s
practice to permit revisions under rule 14a-8(i)(7)).
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In the instant situation, some portion of the disclosures called for in this section
are required in connection with the disclosures IBM already makes. Section 3.1
of the GRI calls for a description of the governance structure of the organization,
including major committees under the board that are responsible for strategy and
oversight of the organization. Section 3.2 goes on to seek information on the
percentage of the board that are independent non-executive directors. The GRI
requirements, in part, parallel some of the items set forth under Regulation S-K
and Regulation 14A with respect to the disclosures the Company makes each
year in our proxy statement and Form 10-K. Of course, there are certain other
ordinary business items that IBM does not disclose publicly, such as our internal
directives, procedures and other information. There are good reasons why we
do not make all of such internal items public. These documents -- although
understandable to competent and trained IBMers who know the Company and
its workings, and therefore the context under which such documents are to be
interpreted -- are complex in nature, and are not documents which untrained,
non-employee shareholders, as a group, are in a position to fully understand, let
alone make informed judgments upon. ~

In this connection, a review of Section 3 reveals that the Proposal seeks a
variety of information and reporting which, although clearly falling within the
Company's ordinary business operations, we do not report upon externally or in
the form called for by the GRI. For example, there is nothing extraordinary about
Section 3.15, Principal Memberships in industry and business associations. |IBM
employees are members in many different business associations and
organizations worldwide, most of which are managed by local business units.
While IBM has a policy regarding association memberships (i.e.,
nondiscrimination), such memberships are not tracked centrally. As a resuit, we
do not currently report on this item, as the Proposal would have us do.
Furthermore, notwithstanding that a number of items in Section 3 would require
us to provide additional information not otherwise required by law and
regulations, the legal rationale for the exclusion of the entire Proposal is the
same as set forth in the Company's earlier arguments in C(1) above. By seeking
additional disclosures on subject matters falling within IBM's ordinary business
operations, the Proponents are again probing too deeply into matters which
shareholders, as a group, are not in a position to properly assess and make
informed judgments upon. Hence, by seeking disclosure of a variety of ordinary
business information, and by also dictating that the format and structure for the
presentation of such same information be based on the GRI, the instant
Proposal itself is subject to exclusion in its entirety under Rule 14a-8(i)7).

3. A VARIETY OF DISCLOSURES CALLED FOR UNDER SECTION
5 OF PART C OF THE GRI, ENTITLED "PERFORMANCE
INDICATORS," ALSO IMPLICATE ORDINARY BUSINESS
MATTERS.

The GRI's sections seeking reporting on Economic Performance Indicators (the
required so-called "Core" indicators and the optional "Additional" indicators),
would, if implemented, require additional ordinary business disclosures, and as
such, taint the entire Proposal for the same reasons noted earlier. For example,
although many of the Economic Performance Indicators are already covered in
our financial reporting, others are not. We do not track and report on these
indicators in the precise form called for by the GRI, and, in the exercise of our
own business judament, we question the probative value of making all of the
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required disclosures. For example, EC2, (see GRI at page 47-48), calling for a
geographic breakdown of markets, and EC5, calling for a payroll and benefits
breakdown -- while mundane in nature -- are not presently reported in the
manner sought by GRI. There are good and valid business reasons for reporting
on items the way we do.

Finally, a number of Social Performance Indicators requiring disclosure under the
GRI also clearly implicate ordinary business matters. (See GRI, pages 52-53)
For example, the Employment Indicators -- (LA1), seeking a breakdown of the
workforce by region/country, employment type, and employment contract, are
matters clearly falling within Rule 14a-8(i)(7). Similarly, net employment creation
and average turnover segmented by region/country (LA2); the percentage of
employees represented by independent trade union organizations, broken down
by country/region (LA3); the standard injury, lost day and absentee rates and
work-related fatalities (LA7); and the average number of hours of training per
year per employee by category of employee (LAS), are all ordinary business
matters, and the type and quantum of such disclosures properly rests with the
Company's management under Rule 14a-8(i)(7).

While we are amenable to reviewing our disclosures, and to provide additional
information on our corporate responsibility, the Company must retain the
discretion of determining what the type and format of matters it should be
reporting on. Making these decisions is fundamental to management's ability to
run the company on a day-to-day basis. Not only do we believe that this is not a
matter that is properly subject to shareholder oversight, we continue to believe
that the level of disclosure sought by the GRI in this area constitutes the type of
micromanagement which Rule 14a-8(i)(7) is specifically designed to prevent.
See, e.g., International Business Machines Corporation (March 2,
2000)(proposal requesting that the IBM board establish a committee of outside
directors to prepare a report on the potential impact on IBM of pension-related
proposals now being considered by national policy makers, including legislative
proposals affecting cash balance pension plan conversions and related matters
properly determined by staff to be excludable as ordinary business under Rule
14a-8(i)(7).

In sum, the determination as to whether to make such disclosures, as well as the
form and precise content that such disclosures may ultimately take must
necessarily rest with the Company's management under Rule 14a-8(i)(7). The
above listing and analysis is not intended to be exhaustive. Suffice it to say that
the general underlying policy of the ordinary business exclusion is consistent with
the policy of New York State corporate law. That is, to confine the resolution of
ordinary business disclosure issues to management and the board of directors,
inasmuch as it is impractical as well as imprudent for shareholders to determine
such issues as a proxy matter. In this case, much of the disclosures called for by
the GRI guidelines would have IBM provide data falling within the Company's
ordinary business operations. Since portions of the disclosures called for under
the GRI relate to ordinary business, and since it is the policy of the staff not to
permit revisions of proposals under Rule 14a-8(i)(7), the entire proposal should
be excluded under Rule 14a-8(i)(7). See E*Trade Group, Inc. (October 31, 2000
(proposal omitted in its entirety under the ordinary business exclusion which
proposal recommended both ordinary business and non-ordinary business
matters, with staff reiterating that it was not the Division’s practice to permit
revisions under rule 14a-8(i)(7)). The Company therefore respectfully requests
vour advice that the Division will not recommend any enforcement action to the
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Commission if IBM omits the entire Proposal outright from our proxy materials
being prepared for the 2003 Annual Meeting under Rule 14a-8(i)(7).

We are sending the Proponents a copy of this submission, advising them of our
intent to exclude the Proposal from the proxy materials for the 2003 Annual
Meeting. The Proponents are respectfully requested to copy the undersigned on
any response that the Proponents may choose to make to the Commission. If
you have any questions relating to this submission, please do not hesitate to
contact the undersigned at (914) 499-6148. Thank you for your attention and
interest in this matter.

Very truly yours,

et A M&W%

Stuart S. Moskowitz
Senior Counsel
cc: with attachments to:

Mr. William C. Thompson, Jr.

Comptroller of the City of New York

1 Centre Street

New York, NY 10007-2341 (lead proponent)

Ms. Indigo Teiwes-Cain

Progressive Investment Management
Investment Advisor to Portfolio 21
721 NW Ninth Avenue, Suite 250
Portland, OR 97209

Ms. Diane Tod South
Director of Social Research
Citizens Funds

230 Commerce Way
Portsmouth, NH 03801

Ms. Vidette Bullock Mixon ,
Director of Corporate Relations and Social Concerns
General Board of Pension and Health Benefits of the
United Methodist Church

1201 Davis Street

Evanston, IL 60201-4118

Ms. Vicki L. Cummings

Treasurer and CFO ,
Sisters of Mercy of the Americas, Burlingame
2300 Adeline Drive

Burlingame, CA 94010-5599

C:\Documents and Settings\Administrator\My Documents\$user2\DOCS\NY City Pension Funds et al GRI Response to SEC.lwp

Page 12




Exhibit A

International Business Machines Corporation (*IBM")

Rule 14a-8 request to exclude Stockholder Proposal
from 2003 Proxy Statement
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IBM

RESOLUTION TO DISCLOSE SOCIAL, ENVIRONMENTAL, AND
ECONOMIC PERFORMANCE

Whereas:
Disclosure of key information is a founding principle of our capital markets;

For investors, sustainability reporting will provide non-financial information that can
contribute to long-term shareholder value. The Dow Jones Sustainability Index World
(DJSI World), which analyzes financial performances as well as the economic,
environmental, and social performances of included companies, has outperformed the
Dow Jones Global Index from 1994 to 2001;

We believe the linkage between sustainability performance and long-term shareholder
value is awakening mainstream financial companies to new tools for understanding and
predicting value in capital markets. Major firms including ABN-AMRO, Neuberger
Berman, Schroders, T. Rowe Price, and Zurich Scudder subscribe to information on
social and environmental risks and opportunities to help make investment decisions,
according to Innovest, an environmental investment research consultant;

Companies increasingly recognize that transparency and dialogue with stakeholders
about performance, priorities, and future sustainability plans are key to business success.
For example, 3M Company reports that its long-term success depends upon

- implementing principles of sustainable development and ““stewardship to the
environment.” Likewise, Alliant Energy states that tomorrow’s investors will support
energy companies “that have demonstrated the ability to minimize their impact on the
environment’”;

We believe sustainability reporting can warn of trouble spots and signal cost-saving
opportunities, to both management and shareholders. Disclosure of energy consumption
allows companies and shareholders to assess environmental performance, potential
regulatory actions and reputational risk associated with business activities;

The Global Reporting Initiative (GRI) (www.globalreporting.org) is an international
standard-setting organization with representatives from business, environmental, human-
rights and labor communities. The GRI Sustainability Reporting Guidelines (the
Guidelines), created by the GRI, provide companies with (1) a set of reporting principles
essential to producing a balanced and reasonable report and (2) guidance for report
content, including performance against core indicators in six categories (direct economic
impacts, environmental, labor practices and decent work conditions, human riglits,

. society, and product responsibility);

More than 120 companies worldwide, including Agilent Technologies, Baxter
International, BASF, British Telecom, Bristol-Myers Squibb, Danone, Electrolux, Ford,
General Motors, Interface, KLM, NEC, Nike, Nokxa, and Volkswagen, use the
Guidelines for sustainability reporting;
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Moreover, many important global organizations support the Guidelines. At the 2002
Johannesburg World Summit on Sustainable Development, Article 17 of the Plan of
Implementation commits countries to “enhance corporate environmental and social
responsibility and accountability.” In the United States, the EPA modeled certain
.disclosure requirements on the environmental component of the Guidelines. The
European Union Framework for Corporate Social Responsibility recommends the use of
the Guidelines. Australia, Japan and the United Kingdom have developed voluntary
reporting guidelines consistent with the Guidelines. In 2002 the Johannesburg Stock
Exchange became the first exchange to require all listed companies to comply with a
code of conduct that requests disclosure of non-financial information consistent with the
Guidelines; ' '

~ RESOLVED:

That sharebolders request that IBM disclose its social, environmental and economic
performance to the public by issuing an annual report based on the Global Reporting
Initiative’s sustainability reporting guidelines.
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Further information on the GRI and the Sustainability Reporting Guidelines
may be obtained from: '

www.globalreporting.org

info@globalreporting.org

Global Reporting Initiative

Interim Secretariat

11 Arlington Street

Boston, MA 02116 USA

Tel: +1-617-247-0700

Fax: +1-617-267-5400

As of September 2002, the GRI Secretariat will be located in Amsterdam, Netherlands.
Please check the GR) website for contact details,
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Preface

PREFACE

The Board of Directors of the Global Reporting Initiative (GRI) is pleased to release the
2002 Sustainability Reporting Guidelines. This event marks a major milestone in the evo-
lution of GRI both as an institution and as a reporting framework. From an institutional
perspective, it marks the beginning of the first cycle of release, testing, review, and revi-
sion under GRI's new governance structure. From a reporting perspective, the 2002
Guidelines represent the culmination of two years of revisions work involving hundreds
of individuals, as well as a significant advancement in rigour and quality relative to the
June 2000 Guidelines. The GRI Board recognises that this remains “work in progress”.
GRI is a living process that operates in the spirit of “learning by doing”. We are con-
vinced that the lessons gained from using the Guidelines are the best compass for guid-
ing ongoing improvement.

The GRI was launched in 1997 as a joint initiative of the U.S. non-governmental organ-
isation Coalition for Environmentally Responsible Economies (CERES) and United
Nations Environment Programme with the goal of enhancing the quality, rigour, and
utility of sustainability reporting. The initiative has enjoyed the active support and
engagement of representatives from business, non-profit advocacy groups, accounting
bodies, investor organisations, trade unions, and many more. Together, these different
constituencies have worked to build a consensus around a set of reporting guidelines
with the aim of achieving worldwide acceptance.

The first set of GRI Sustainability Reporting Guidelines appeared as an Exposure Draft in
1999. Following testing and public comment, the GRI released the June 2000
Guidelines. A revision process began immediately and continued over the next two years,
culminating in the work of the past six months. The process has benefited from exten-
sive public comment from stakeholders worldwide. Every comment was carefully
considered and a deliberate choice was made on which to incorporate. We recognise
that not all suggestions were integrated into the new Guidelines but we strongly encour-
age continued engagement from all parties during the next cycle of revisions.

GRI recognises that developing a globally accepted reporting framework is a long-term
endeavour. In comparison, finandial reporting is well over half a century old and still
evolving amidst increasing public attention and scrutiny. The 2002 Guidelines represent
the GRI Board’s view of a consensus on a reporting framework at this point in time
that is a blend of a diverse range of perspectives.

There are numerous ways to use the 2002 Guidelines. An organisation may choose to
simply use them for informal reference or 1o apply the Guidelines in an incremental
fashion. Alternatively, an organisation may decide to report based on the more demand-
ing level of “in accordance”. This level of reporting relies on transparency to balance
the need for flexibility in reporting with the goal of enhancing comparability across
reporters. GRI welcomes all reporting organisations—whether beginners or advanced—
as users of the Guidelines.
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The release of the 2002 Guidelines marks the beginning of a new cycle of revisions.
The GRI Board of Directors is developing a clear and detailed due process for the fur-
ther refinement of the 2002 Guidelines with the aim of releasing an updated version in
2004. During the next two years, this process will offer ample opportunity for consul-
tation on all aspects of the Guidelines. We invite all parties to join us—through testing,
through working groups, through interactions with GRI's governance structure—
in the on-going process of building the core guidelines, sector supplements, and tech-
nical protocols of the GRI framework into the next step forward in the evolution of
sustainability reporting.

Dr. Judy Henderson
Chair, GRI Board of Directors
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INTRODUCTION

The Global Reporting Initiative (GRI) is a long-term, multi-stakeholder, international
process whose mission is to develop and disseminate globally applicable Sustainability
Reporting Guidelines (“Guidelines”). These Guidelines are for voluntary use by organisa-
tions! for reporting on the economic, environmental, and sodal dimensions of their
activities, products, and services2. The aim of the Guidelines is 10 assist reporting organ-
isations and their stakeholders in articulating and understanding contributions of the
reporting organisations to sustainable development.

Since publication of the first Guidelines in June 2000, the trends that catalysed the for-
mation of GRI have continued unabated and, in most cases, have intensified. The
issues—globalisation and corporate governance, accountability, and citizenship—have
now moved to the mainstream of policy and management debates in many organisa-
tions and the countries in which they operate. The turbulent first years of the 21st cen-
tury underscore the reason for GRI's rapid expansion: higher standards of accountability
and increasing dependence on wide-ranging external multi-stakeholder networks will
form a significant part of the fabric of organisational practice in the years to come.

Support for creating a new, generally accepted disclosure framework for sustainability

reporting continues to grow among business, dvil sodety, government, and labour stake-
holders. GRI’s rapid evolution in just a few years from a bold vision to a new perma-
nent global institution reflects the imperative and the value that various constituencies
assign to such a disclosure framework. The GRI process, rooted in inclusiveness, trans-
parency, neutrality, and continual enhancement, has enabled GRI to give concrete
expression to accountability (see Annex 1 for an overview of GRI.)

TRENDS

What, specifically, are the key trends during the last two years that have fuelled GRI'’s
swift progress? Among the most influential are:

Expanding globalisation: Expansion of global capital markets and information tech-
nology continue to bring unprecedented opportunities for the creation of new wealth.
At the same time, there is deep scepiicism among many that such wealth will do any-
thing to decrease sodial inequities. While governmental and non-governmental enti-
ties are major players in the globalisation process, it is corporate activity that remains
its driving force. The result: all parties—including corporations—are seeking new forms
of accountability that credibly describe the consequences of business activities wher-
ever, whenever, and however they occur.

Search for new forms of global governance: Globalisation challenges the capacity of
existing international and national institutions to govern corporate activity. One
dramatic indication of this concern has been the incipient interest in a binding inter-

. This includes corporate, governmental, and non-governmental organisations. All are included within
GRI's mission. In its first phase, GRI has emphasised use of the Guidelines by corporations with the
expectation that governmental and non-governmental -organisations will follow in due course.

[§]

. GRI uses the term “sustainability reporting” synonymously with citizenship reporting, social reporting,
iriple-bottom line reporting and other terms that encompass the economic, environmental, and social
aspects of an organisation’s performance.
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EFFECTIVE CORPORATE
GOVERNANCE DEPENDS ON
ACCESS TO RELEVANT, HIGH-
ALITY INFORMATION THAT

national convention on corporate accountability. The borderless global economy
requires equally borderless governance structures to help direct private sector activity
toward outcomes that are sodially and environmentally, as well as economically, ben-
efical. New models of international governance, affecting such areas as greenhouse
gas emissions, forestry and fishing practices, ozone depletion, labour practices, and finan-
cial accounting standards, exemplify a new generation of initiatives that align gover-
nance with the challenges of an increasingly complex and interconnected world. A key
theme in all of these emerging governance models is the demand for higher levels of
transparerncy.

Reform of corporate governance: Pressures on corporations to establish and maintain
high standards of internal governance are accelerating. As society witnesses the grow-
ing influence of corporations in driving economic, environmental, and social change,
investors and other stakeholders expect the highest standards of ethics, transparency,
sensitivity, and responsiveness from corporate executives and managers. Governance
systems are increasingly expected to extend beyond their traditional focus on investors
to address diverse stakeholders. The independence of board members, executive par-
ticipation in external partnerships, compensation and incentive schemes, and integrity
of auditors are under increasing scrutiny. Effective corporate governance depends on
access to relevant, high-quality information that enables performance tracking and
invites new forms of stakeholder engagement. The proliferation of corporate gover-
nance initiatives—the Cadbury Commission and the Turnbull Report in the United
Kingdom (UK), the King Report in South Africa, Brazils innovative New Stock
Exchange, OECD’s Guidelines for Multinational Enterprises and Corporate Governance Prin-
ciples, and the World Bank’s Corporate Governance Forum-—attest 10 rising expecta-
tions for high standards of corporate behaviour.

Global role of emerging economies: The same globalisation, accountability, and gov-
ernance trends evident in industrial nations are taking root in emerging economies.
Nations such as Brazil, India, and South Africa are full participants in the globalisation
process. The technology innovation and capital flows that powered globalisation in the
last decade now permeate these emerging nations, positioning them as regional and
global players on the economic stage of the 21st century. At the same time, tightly linked
global supply chains are spreading common management practices and increasing
accountability pressures into all segments of the value chain. Corporate accountability
has expanded from its early association with multi-national (or trans-national) corpo-
rations into a broad-based movement that is affecting private sector entities of all sizes
around the world.

Rising visibility of and expectations for organisations: The spread of the Intemet
and communications technologies is accelerating the global transfer of information and
amplifying the speed and force of feedback mechanisms. Consumers, supported by
growing media coverage of sustainability issues, have ready access to information about
organisations at an unprecedented level of detail. Companies in particular are facing
more dearly articulated expectations from customers and consumers regarding their
contributions to sustainable development. Several recent high-profile events have
exemplified the risks to reputation and brand image associated with poor sustainabil-
ity management.

Measurement of progress toward sustainable development: As sustainable devel-
opment has become widely adopted as a foundation of public policy and organisational
strategy, many organisations have turmed their attention to the challenge of translat-




ing the concept into practice. The need to better assess an organisation’s status and align
future goals with a complex range of external factors and partners has increased the
urgency of defining broadly accepted sustainability performance indicators.

Governments’ interest in sustainability reporting: When GRI was conceived in 1997,
governmental interest in integrated economic, environmental, and social reporting was
scant. Today, voluntary, statutory, and regulatory initiatives abound. In Australia, the
United States of America (USA), Taiwan, Japan, and European Union countries such
as France, the Netherlands, UK, and Denmark, incentives and requirements to enlarge
the scope of conventional corporate finandal repohing to include non-financial infor-
mation are rapidly unfolding. Some actions are motivated by national environmental
and sodial policy goals, others by investor pressures to obtain a clearer picture of cor-
porate performance via the securities regulatory process. All indications point to
continuing expansion of governmental reporting initiatives to new countries and
regions over the next few years.

Financial markets’ interest in sustainability reporting: The finandal industry slowly
but steadily is embracing sustainability reporting as part of its analytical toolkit. Spurred
in part by growing demand for social and ethical funds among institutional and indi-
vidual investors, new “socially responsible” indices are appearing each year. At the same
time, the exploration of the relationship between corporate sustainability activities and
shareholder value is advancing. Linkages between sustainability performance and key
value drivers such as brand image, reputation, and future asset valuation are awak-
ening the mainstream financial markets to new tools for understanding and predict-
ing value in capital markets.

Emergence of nexi-generation accounting: The late 20th century saw worldwide
progress in harmonising finandal reporting. Indeed, the rich tradition of finandial report-
ing, continually evolving to capture and communicate the finandal condition of the
organisation, has inspired GRI's evolution. Yet today, many observers—including
accountants themselves—recognise that characterising the “bricks and mortar” econ-
omy of the past will not suffice as a basis for characterising today’s information
economy. Valuing intangible assets—human capital, environmental capital, alliances
and partnerships, brands, and reputation—must complement the valuation of con-
ventional tangible assets—factories, equipment, and inventory. Under the rubric of
“business reporting”, “intangible assets analysis”, and “value reporting”, a number of
accounting groups have launched programmes to explore how accounting standards
should be updated to embrace such value drivers. New concepts of risk, opportunity,
and uncertainty are likely to emerge (see Annex 2).

BENEFITS OF REPORTING

All these trends are familiar to managers seeking to sharpen their competitiveness in
a globalising world. For the two thousand or more companies worldwide that are
already reporting, the business justification for economic, environmental, and sodal
reporting is fact, not hypothesis. While no reporting organisation may ever see the full
range of potential benefits, observers point to the following common views in the busi-
ness community:

» Effective management in a global economy, where information (reliable or unre-
liable) travels at Internel speed, requires a proactive approach. Measuring and
reporting both past and anticipated performance is a critical management tool in
today’s high-speed, interconnected, “24-hour news” world.

————
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» Today’s strategic and operational complexities require a continual dialogue with
investors, customers, advocates, suppliers, and ernployees. Reporting is a key ingre-
dient to building, sustaining, and continually refining stakeholder engagement.
Reports can help communicate an organisation’s economic, environmental, and
social opportunities and challenges in a way far superior to simply responding to
stakeholder information requests.

» Companies increasingly emphasise the importance of relationships with external

parties, ranging from consumers to investors to community groups, as key to

BY DRAWING THOUSANDS their business success. Transparency and open dialogue about performance,

e ' priorities, and future sustainability plans helps to strengthen these partnerships and

S to build trust.

MULTI-STAKEHOLDER » Sustainability reporting is a vehicle for linking typically discrete and insular func-

' ROCES 5: .GRI.CONTINUES .. tions of the corporation—finance, marketing, research and development—in a

G Sl more strategic manner. Sustainability reporting opens internal conversations where
they would not otherwise occur.

OF PARTNERS INTO.A

» The process of developing a sustainability report provides a warning of trouble
spots—and unanticipated opportunities—in supply chains, in communities,
among regulators, and in reputation and brand management. Reporting helps
management evaluate potentially damaging developments before they develop
into unwelcome surprises.

» Sustainability reporting helps sharpen management’s ability to assess the organi-
sation’s contribution to natural, human, and sodal capital. This assessment enlarges
the perspective provided by conventional finandal accounts to create a more com-
plete picture of long-term prospects. Reporting helps highlight the socdietal and eco-
logical contributions of the organisation and the “sustainability value proposition”
of its products and services. Such measurement is central to maintaining and
strengthening the “licence to operate”.

» Sustainability reporting may reduce volatility and uncertainty in share price for
publicly traded enterprises, as well as reducing the cost of capital. Fuller and
more regular information disclosure, induding much of what analysts seek from
managers on an ad hoc basis, can add stability to a company’s finandal condition
by avoiding major swings in investor behaviour caused by untimely or unexpected
disclosures.

During 2000-2002, these trends, separately and synergistically, have reinforced inter-
est in GRI and its core mission.

CONFLUENCE OF NEED AND OPPORTUNITY

Yet much work remains. Inconsistent reporting approaches developed by business, gov-
emmment, and civil sodety continue to appear. At the same time, many other organi-
sations wonder how best to engage in reporting. As diverse groups seek information,
the multiplicity of information requests gives rise to redundancy, ineffidency, and frus-
tration. As was the case in June 2000, these 2002 Guidelines represent another step in
addressing the challenge of responding to surging information demands emanating from
competing reporting frameworks. By drawing thousands of partners and hundreds of
organisations into a multi-stakeholder process, GRI continues to work toward har-
monisation of disclosure, thereby maximising the value of reporting for both report-
ing organisations and users alike.
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This confluence of need and opportunity underpins GRI's rapid development. There
are, of course, many challenges ahead. GRI recognises that the goal of reporting on
economic, environmental, and sodal performance at the organisational level—let alone
a fully integrated sustainability assessment of an organisation—is at the earliest stages
of a journey that will continue for many years.

But for GRI, the fundamentals that inspired its creation remain unchanged. The long-
term objective of developing “generally accepted sustainability principles” requires both
a concrete product incorporating the world’s best thinking and a legitimate, dynamic
process through which continuous learning can occur. With a new permanent insti-
tution to implement its mission, GRI is positioned to deliver continually improving
guidelines, technical protocols, and sector supplements. All will evolve on a platform
of technical excellence, a multi-stakeholder process, and transparency embedded in
GRI’s governance and operating practices.
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THIS IS A TECHNICAL
DOCUMENT, AIMED AT
PRACTITIONERS, THAT
PRESENTS THE GRI

APPLICATION.
MORE GENERAL
ITRODUCTION.TO THE

GUIDELINES AND DESCRIBES -

WHAT ARE THE GRI GUIDELINES?

The GRI Guidelines are a framework for reporting on an organisation’s economic,
environmental, and sodial performance. The Guidelines:

» present reporting prindples and specific content to guide the preparation of organ-
isation-level sustainability reports;

A4

assist organisations in presenting a balanced and reasonable picture of their
economic, environmental, and sodal performance;

w

promote comparability of sustainability reports, while taking into account the
practical considerations related to disdlosing information across a diverse range of
organisations, many with extensive and geographically dispersed operations;

-

support benchrnarking and assessment of sustainability performance with respect
to codes, performance standards, and voluntary initiatives; and

» serve as an instrument to facilitate stakeholder engagement.
The Guidelines are not:

» a code or set of prindiples of conduct;

» a performance standard (e.g., emissions target for a specific pollutant); or

v

a management system.

The Guidelines do not.

-

provide instruction for designing an organisation’s internal data management and
reporting systems; or

A4

offer methodologies for preparing reports, or for performing monitoring and
verification of such reports.

: RE A {
Trends driving 'sustainability reporting and
the benefits-of reporting

-Part B: Reporting Principles Principles and practices that promote rigourous
réporting and undertie the application of the
Guidelines:.”

Report Content

Part.b: Glossa“ry and .Ahnexes Additional guidance and resourceé for using
the Guidelines.
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WHAT Is A GRI “SUSTAINABILITY REPORT”?

The GRI Guidelines organise “sustainability reporting” in terms of economic, environ-
mental, and social performance (also known as the “triple bottom line”). This struc-
ture has been chosen because it reflects what is currently the most widely accepted
approach to defining sustainability. GRI recognises that, like any simplification of a com-
plex challenge, this definition has its limitations. Achieving sustainability requires bal-
andng the complex relationships between current economic, environmental, and socal
needs in a manner that does not compromise future needs. Defining sustainability in
terms of three separate elements (economic, environmental, and social) can sometimes - GRI1s commITTED TO

lead to thinking about each element in isolation rather than in an integrated manner. CONTINUALLY IMPROVING
Nonetheless, the triple bottom line is a starting point that is comprehensible to many,
and has achieved a degree of consensus as a reasonable entry point into a complex
issue. Looking ahead, GRI is committed to continually improving the structure and con-

THE GUIDELINES IN LINE
WITH THE EVOLVING

tent of the Guidelines in line with the evolving consensus on how to best measure per- " CONSENSUS ON HOW

formance against the goal of sustainable development. TO BEST MEASURE
PERFORMANCE

RELATIONSHIP TO STAKEHOLDER DIALOGUE /"AGAINST THE GOAL

A primary goal of reporting is to contribute to an ongoing stakeholder dialogue. Reports OF. SUSTAINABLE

alone provide little value if they fail 1o inform stakeholders or support a dialogue that
influences the decisions and behaviour of both the reporting organisation and its stake-

holders. However, GRI dearly recognises that the engagement process neither begins
nor ends with the publication of a sustainability report.

‘Within the broader context of stakeholder engagement, GRI's mission is to elevate the
quality of reporting to a higher level of comparability, consistency, and utility. The pur-
pose of these Guidelines, and the GRI framework as a whole, is to capture an emerg-
ing consensus on reporting practices. This provides a point of reference against which
reporting organisations and report users can approach the challenge of developing effec-
tive and useful reporting practices.

WHO SHOULD USE THE GUIDELINES?

Use of the GRI Guidelines is voluntary. They are intended to be applicable to organisa-
tions of all sizes and types operating in any location. The core guidelines embodied in
this document are not specific to any single industry sector. This 2002 release has been
developed primarily with the needs of business organisations in mind, but other types
of organisations such as government agendes and not-for-profit organisations can apply
the Guidelines.

The Guidelines are intended to complement other initiatives to manage economic, envi-
ronmental, and social performance and related information disclosure. The Guidelines
and GRI-based reports are not a substitute for legally mandated reporting or disclosure
requirements, nor do they override any local or national legislation. Reporting organ-
isations should note in their reports instances where government regulations, con-
ventions, or treaties restrict disclosure of information contained in the Guidelines.
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AS OF JUNE 2002, DRAFT
SECTOR SUPPLEMENTS ARE
AVAILABLE FOR TOUR
OPERATORS AND FOR
FINANCIAL SERVICES (SOCIAL
PERFORMANCE INDICATORS

" ONLY). AUTOMOTIVE AND

TELECOMMUNICATIONS SECTOR

SUPPLEMENTS ARE UNDER

Reporting by Smaller Organisations

Reporting may present a special challenge for smaller organisations—whether for-profit
or not-for-profit, private or public. Such organisations may choose to adopt an incre-
mental approach to implementing the Guidelines. GRI welcomes efforts to develop tools
to help smaller organisations begin using the Guidelines. Such tools will assist smaller
organisations to gradually move toward more comprehensive reporting.

THE GRI FAMILY OF DOCUMENTS

The GRI family of documents includes the following:
» the Sustainability Reporting Guidelines (the “Guidelines”);

» sector supplements;
» issue guidance documents; and
» technical protocols.

Brief descriptions are as follows:

The Guidelines

This document is the foundation upon which all other GRI documents are based. The
Guidelines represent the reporting content that has been identified as most broadly rel-
evant to both reporting organisations and report users. The document is the “core” of
the GRI family of documents. Other supplements and guidance documents, focussed
on sectors and issues, are intended to add to, but not replace, the Guidelines. In other
words, reporting organisations using a supplement are also expected to use the
Guidelines by blending the two into a comprehensive reporting framework.

Sector Supplements

GRI recognises the limits of a one-size-fits-all approach and the importance of captur-
ing the unique set of sustainability issues faced by different industry sectors (e.g., mining,
automotive, banking). To address this need, GRI is developing sector supplements
through multi-stakeholder processes for use with the core Guidelines. These supplements
are at an early stage of development, but will grow in number and rigour over time.
The first examples will begin appearing in 2002 as separate documents.

Issue Guidance Documents

GRI expects to develop issue-specific guidance documents on topics such as “diversity”
and “productivity” to provide reporting organisations with additional models for organ-
ising the information in the Guidelines and sector supplements.

Technical Protocols

To assist users in applying the Guidelines, GRI is developing its first technical protocols
on indicator measurement. Each protocol addresses a spedcific indicator (e.g., energy,
child labour) by providing detailed definitions, procedures, formulae, and references
to ensure consistency across reports. Over time, most of the indicators in the GRI
Guidelines will be supported by a specific technical protocol. The GRI protocols may also
extend to cover issues such as reporting boundaries or other questions pertaining to
reporting principles and structure.
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PREPARING A REPORT USING THE
GRI FAMILY OF DOCUMENTS

An organisation preparing a GRI-based report should start with the Guidelines
(see Figure 1). If a sector supplement applicable to the reporting organisation is avail-
able, the reporting guidance and indicators contained in that supplement should be used
in addition to the indicators and information contained in the Guidelines. In the absence
of a sector supplement, reporting organisations are encouraged to go beyond the infor-
mation contained in the Guidefines and to include whatever information is specific to
their sector and essential to ensuring a balanced and reasonable representation of their
sustainability performance. When reporting on specific indicators in either this docu-
ment or a supplement, reporting organisations should apply GRI technical protocols
whenever available.

Sector.. ...
. Supplements

IF
AVAILABLE
o
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Figure 1. Family of Documents

For more information on the GRI family of documents, visit
www.globalreporting.org.

RELATIONSHIP OF THE GUIDELINES TO
OTHER SUSTAINABILITY MANAGEMENT TOOLS

The last decade has seen a proliferation of tools to help organisations, espedally busi-
nesses, manage their economic, environmental, and sodal performance. These tools
have appeared in a number of forms, ranging from codes of conduct to management
systems to internal performance assessment methodologies.

GRl, in contrast, is an external reporting framework that enables organisations to
communicate: 1) actions taken to improve economic, environmental, and social
performance; 2) the outcomes of such actions; and 3) future strategies for improvement.
The Guidelines do not govern an organisation’s behaviour. Rather, they help an organ-
isation describe the outcome of adopting and applying codes, policies, and management
systems.
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“GRIATTEMPTS 7O
ROVIDE A REPORTING
OOL-THAT COMPLEMENTS

_OTHER INITIATIVES.

@

GR] complements other tools and practices used by organisations to manage their
sustainability performance, including:

» charters or codes of conduct (general principles to guide an organisation’s
behaviour);

» organisational polides (internal guidance or rules on how an organisation
addresses an issue);

-

standards (prescribed methodologies, processes, or performarnce targets);

v

third-party voluntary initiatives; and

v

management systems (both certifiable and non-certifiable systems covering areas
such as environmental and social performance or quality management).

Incorporating concepts and practices from a wide range of business, governmental,
labour, and NGO initiatives has enriched the GRI Guidelines. These include initiatives
that address issues at the facility, sector, organisational, national, and global levels. In
developing the Guidelines, GRI attempts to provide a reporting tool that both incorpo-
rates and complements other initiatives while remaining faithful to its overarching mis-
sion and reporting principles.

REPORTING EXPECTATIONS AND DESIGN

The issues below are addressed in the following pages:

» core versus additional indicators;

» flexgibility in using the Guidelines;

» customising a report within the GRI framework;
» frequency and medium of reporting;

» finandal reports; and

» credibility of reports.

Core Versus Additional Indicators

The 2002 Guidelines contain two categories of performance indicators: core and addi-
tional. Both types of indicators have emerged from the GRI consultative process as valu-
able measures of the economic, environmental, and sodal performance of organisations.
These Guidelines distinguish between the two types of indicators as follows:

Core indicators are:
» relevant to most reporting organisations; and

» of interest to most stakeholders.

Thus, designation as “core” signifies general relevance to both reporters and report users.
In designating an indicator as “core”, however, GRI exercises some discretion. For some
core indicators, relevance may be limited to many, but not most, potential reporters.
In the same vein, an indicator may be of keen interest to many, but not most, stake-
holders. Over time, GRI expects that development of sector supplements will lead to
the shifting of a number of core indicators to such supplements.
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Additional indicators are defined as those that have one or more of the following
characteristics:

» represent a Jeading practice in economic, environmental, or sodal measurement,
though currently used by few reporting organisations;

» provide information of interest to stakeholders who are particularly important to
the reporting entity; and

» are deemed worthy of further testing for possible consideration as future core
indicators.

Reporting organisations are encouraged to use the additional indicators in Section 5 of
Part C to advance the organisation’s and GRI's knowledge of new measurement
approaches. Feedback on these indicators will provide a basis for assessing the readi-
ness of additional indicators for future use as core indicators, for use in sector supple-
ments, or for removal from the GRI indicator list.

Flexibility in Using the Guidelines

GRI encourages the use of the GRI Guidelines by all organisations, regardless of their
experience in preparing sustainability reports. The Guidelines are structured so that all
organisations, from beginners to sophisticated reporters, can readily find a comfortable
place along a continuum of options.

Recognising these varying levels of experience, GRI provides ample flexibility in how
organisations use the Guidelines. The options range from adherence to a set of condi-
tions for preparing a report “in accordance” with the Guidelines to an informal approach.
The latter begins with partial adherence to the reporting principles and/or report
content in the Guidelines and incrementally moves to fuller adoption. This range of
options is detailed below, and in Figure 2.

Reporting “In Accordance” with the Guidelines

The decision to report in accordance with the Guidelines is an option, not a require-
ment. It is designed for reporters that are ready for a high level of reporting and who
seek to distinguish themselves as
leaders in the field. The growing
number of organisations with rganisations Athat msl; -fov_-xA
strong reporting practices demon- 2002 GRI Guidelines must me
strates the ability of numerous o
organisations to adopt the in accor-

1. Report on the numbered elem

E chﬁons 1 to 3 of Part C.
2. Include a GRI Conterit Index

dance option. specified i Section 4 of Part C.

3. Respond to each core indicato

:Section 5 of Part C by either (a) reporting on
the indicator or (byexp

The conditions for reporting in ng the reason for the omission of each indicator.

accordance with the GRI Guidelines
seek 10 balance two key objectives
of the GRI framework:

4. Ensure that the.reﬁon._"‘ with the prindples in Part B of the

Guidelines. : .
5. Include the following staterment signed by the board or CEO: “This report has
» comparability; and been prepared in accordance with the 2002 GR1 Guidelires. It represents a bal-
» flexibility. anced and reasonable presentation of our organisation’s economic, environ-
mental, and social performance ‘

Comparability has been integral to
GRI's mission from the outset, and

is closely tied to its goal of building a reporting framework parallel to finandial report-
ing. The in accordance conditions help 1o advance GRI's commitment to achieving max-
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in
Accordance

TRANSPARENCY D
STRUCTURE »

COVERAGE »

Figure 2. Options for Reporting

In sum, aware of the wide spectrum of reporter experience and capabilities, GRI enables
reporters to select an approach that is suitable to their individual organisations. With
time and practice, organisations at any point along this spectrum can move gradually
toward comprehensive reporting built on both the principles and content of the GRI
framework. Similarly, GRI will continue to benefit from the experiences of reporting
organisations and report users as it strives to continually improve the Guidelines.

Customising a Report Within the GRI Framework

The Guidelines set out the basic information for inclusion in a report. However, GRI
expects that reporting organisations will take steps to design their report content to
reflect the unique nature of their organisation and the context in which it operates.
These steps may involve:

» defining reporting boundaries;
» inserting additional content (usually based on stakeholder consultation) such as
indicators, and textual discussions; and/or

» adopting a format tailored to the organisation.

Boundaries

In the early years of reporting. most organisations measured and reported on impacts
based on the traditional boundary criteria used in financial reporting, that is, legal own-
ership and direct control. In recent years, companies have begun to experiment with
expanding their reporting boundaries to better reflect the unique “footprint” of their
organisation and its activities.

The completeness principle in Part B offers brief commentary on boundaries, and GRI
is working to develop additional guidance and technical protocols on this issue. Until
such guidance is available, the GRI framework emphasises the importance of exten-
sive interaction with stakeholders to determine appropriate reporting boundaries.
Equally important, organisations should maintain a high degree of transparency in their
reports regarding the specific reporting boundaries they have chosen.
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Content

GRI encourages organisations to go beyond the information requested in Pan C of the
Guidelines, as needed, to present a balanced and reasonable picture of their economic,
environmental, and social performance. In applying the Guidelines, each reporting
organisation will make different decisions regarding the use of the additional perform-
ance indicators in Section 5 of Part C. Reporting organisations should also include
other content, particularly integrated performance indicators, identified through
stakeholder consultation. This information and these indicators may relate to sector- or
geography-spedific issues pertinent
to the organisation. GRI's sector
supplements will address some of
these needs.

. C_ompared with financial reporting, which is targeted pnmarﬁy at one key stake-
‘‘holder—the: shareholder—sustamabllny reporting:hasa large and dxve:se audi-
nce. Stakeholder engagement plays an important role in helping to ensure

that a report achieves its primary purpose: providing information that meets Structure

the needs of the' organlsanon s stakeholders. GRI reporters are expec:ted o use: ' Part C of these Guidelines (“Report
these. Gmdelznés (Part G, Sections 1 to 3 and core indicators from Secnon 5) in Content”) is organised in a logical
addmon to: sector supplemems {if available) as the b351s for tl eir report. framework. Reporting organisa-

tions are encouraged but not
required to use this same organi-
sation for their report. GRI believes
that completeness and compara-

L : The reporiing’ elemems and indicators in the Guidelines were developed through
an exterisive mulu stakeholder, consultative process However the: inclusion
o mformauon {(including performance indicators) identified through st( ke-

der consultation'is a critical additional step ini furthering the unhty o an T ) )
. organisation’s sustainability report; it is also one of the fundamental prm ciples bility in economic, environmental,
o underlymg GRI repornng (see Part B on Incluswene%) ' and social reporting are best served
e when all reporting organisations
€ ane stakeholder consultanon often involves a range of. parallel dzscussxons with- _ adhere to a common structure. At
( "ﬁerent constituendies, it is important to document the interactions that result the same time, it recognises that

in the orgamsauon s:sélection of indicators and 16:expl dini these i m the TEpOrt.
Wl:ule ‘GRI ‘émphasises the imporiance of stakeholder feedback in- drafnng»_
eports, it does not: offer specific guidance on how to: conduct stakeholder
'engagemem ‘Many gtidance docurnents and case smdxes on thlS subject are" '
'avallable elsewhere. -

some reporting organisations will
want to choose a different struc-
ture based on specific characteris-
tics of the reporting entity. In
evaluating alternative approaches
to organising their reports, organ-
isations should carefully weigh the need to capture legitimate organisational and
sectoral differences against the benefits of standardised structures. Common structures
and formats support consistency and comparability. This provides benefits to both report-
ing organisations and report users by enhancing the clarity of communication and
the ease of use of the documents over an extended period of time. In situations
where reporting organisations use alternative structures, the Content Index described
in Part C becomes even more essential as a tool to help users find and compare the
content of reports.

The choice among different media for reporting {e.g., paper, electronic) may also influ-
ence decisions on the structure of reports. For example, some organisations might choose
1o produce a summary paper report and to make a fully detailed report available on
the Internet. Where Internet-based reports using the Guidelines comprise linked pages,
a means to view the report ordered according to GRI sections should be provided, in
addition to any other structure.
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Frequency and Medium of Reporting

A wide variety of media is now available to prepare and distribute reports, ranging from
traditional printing to various multi-media technologies including the Internet and CD-
ROMs. This gives organisations substantial freedom in determining the frequency of
preparing reports and the mode of distribution. In general, GRI recommends that report-
ing on economic, environmental, and social performance be timed to coindde, and pos-
sibly integrated, with other external reporting, such as annual financial reports and
quarterly earnings staternents. Such timing will reinforce the linkages between finan-

cial performance and economic, environmental, and sodal performance (see Annex 2). FINANCIAL REPORTING
In the future, information disclosure is likely to involve a mix of annual, quarterly, and AND SUSTAINABILITY
even "real-time data” distributed through a range of different media, each chosen based REPORTING SERVE

on the timing and nature of the reported information. Internet-based reporting will facil-
itate frequent updating of some aspects of GRI-based reports. However, continuous
reporting should not replace periodic consolidated reports, vetted through an internal
procedure and providing a “snapshot” of the organisation at a given point in time. ENRICH EACH OTHER.
Snapshots are important for supporting comparisons between organisations and between |

reports, GRI also recommends that such periodic reports be available in their complete

form from the reporting organisation’s website (e.g., as a downloadable file).

PARALLEL AND ESSENTIAL

FUNCTIONS THAT

Dedisions regarding frequency and medium of reporting also should take into account
their expected use and feedback. Effective reporting is part of a broader dialogue between
the reporting organisation and its stakeholders that should result in new actions by both
parties. The frequency and medium of reporting potentially may either enhance or
detract from the progress of this dialogue. :

Financial Reports

Most organisations publish separate financial and sustainability reports; however, a

few corporations have begun to experiment with publishing a single annual report

including financial, economic, environmental, and social information. GRI believes that

both finandal reporting and sustainability reporting serve parallel and essential func-

tions that enrich each other (see Annex 2). GRI encourages the coordination of

both reporting processes and expects that over time finandal performance measurement ‘
increasingly will benefit from the measurement of economic, environmental, and

social performance.

Credibility of Reports

Stakeholders expect to be able to trust an organisation’s sustainability report. To bene-
fit from the process of sustainability reporting organisations themselves also want
to take steps to enhance the credibility of their reports. This contributes to building
stakeholder trust and to continual improvement in the quality of reporting systems
and processes.

A range of factors influences the perceptions and expectations of users about the cred-
ibility of an organisation’s sustainability report. It is important for each reporting organ-
isation to ascertain and evaluate the relative importance of each of these factors
(see Annex 4 for examples of such factors). Consultation with stakeholders is the best
way to ascertain stakeholder perceptions and expectations about building credibility.
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GRI ENCOURAGES THE
" INDEPENDENT AssbkANACE-' .
OF susrA/NABluf}"‘“‘ v
REPORTS AND THE
pfv:Loﬁmgwr OF -
STANDARDS AND' -

In response to stakeholder expectations, reporting organisations have adopted a vari-
ety of strategies for enhancing the credibility and quality of sustainability reports. Strate-
gies include stakeholder consultation panels, strengthened internal data collection and
information systems, issue-specific audits by appropriate experts, internal audits of data
collection and reporting systems, use of the GRI Guidelines as the basis for report prepa-
ration (and indicating so), reviews and commentaries by independent external experts,
and use of independent assurance3 processes for sustainability reports. In deciding
strategy and developing and implementing polides and practices to enhance report cred-
ibility and quality, organisations are encouraged to adopt a progressive approach, each
stage of which adds to the credibility and quality of their reporting.

In order to address stakeholders’ concerns about the credibility of reports on economic,
environmental, and social performance, GRI recommends that reports include a
statement of:

» the reporting organisation’s policies and internal practices to enhance the credibil-
ity and quality of its sustainability report; and
» the reporting organisation’s policy and current practice with regard to providing
independent assurance about the full report.
GRI recognises that providing independent assurance about sustainability reports is, like
reporting itself, at an early stage of development. For example, no universal consensus
exists on social performance indicators or related assurance approaches. GRI encour-
ages the independent assurance of sustainability reports and the development of
standards and guidelines for the assurance process to be followed by assurance providers.

Annex 4 offers practical guidance to reporting organisations on assurance provision and
related processes that enhance report quality and credibility. GRI will continue to evolve
its policy on independent assurance informed by the feedback and practices of both
reporters and report users.

3. The following is a proposed working description of independent assurance: “The provision of
independent assurance is a structured and comprehensive process of collecting and evaluating evidence
on a subject matter (the sustainability report) that is the responsibility of another party (distinct from
management of the reporting organisation), against suitable criteria. As a resull of the process, assurance
providers express a conclusion that provides the intended users/stakeholders with a stated level of
assurance about whether the subject matter (the sustainability report) conforms in all material respects
with the identified criteria. Independent, competent experts who maintain an attitude of ‘professional
scepticism’ perform the assurance process.”
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GRI VIEWS THESE
INCIPLES AS INTEGRAL
5 REPORTING

INTRODUCTION

This section of the Guidelines identifies reporting prindples essential 10 producing a bal-
anced and reasonable report on an organisation’s economic, environmental, and sodal
performance. The June 2000 Guidelines presented a first version of these principles. These
were informed by the financial accounting tradition and adapted for reporting on eco-
nomic, environmental, and social performance with reference to research related to envi-
ronmental accounting. Now, with the benefit of time and leamning through application
of the June 2000 Guidelines, GRI presents a revised set of principles that combine and
extend many of the concepts that appeared under the headings of “underlying prind-
ples” and “qualitative characteristics” of GRI-based reports in the June 2000 Guidelines.

Those familiar with financial reporting will recognise overlaps between GRI's reporting
principles and those used in financdial reporting. However, while finandial reporting is
a key benchmark for developing principles for reporting on economic, environmental, -
and social performance, significant differences do exist. The prindples in this section take
these differences into account. They are rooted in GRI’s experience over the last four
years, blending knowledge from science and learning from practice.

GRI views these prindples as integral to its reporting framework, equal in weight to the
elements and indicators in Part C of the Guidelines. Organisations using the Guidelines
are expected to apply these prindples in their report preparation. Collectively, the prin-
cdiples define a compact between the reporting organisation and report user, ensuring
that both parties share a common understanding of the underpinnings of a GRI-based
report. They provide an important reference point to help a user interpret and
assess the organisation’s decisions regarding the content of its report. The principles are
designed with the long term in mind. They strive to create an enduring foundation upon
which performance measurement will continue to evolve based on new knowledge
and learning.

The principles are goals toward which a reporter should strive. Some reporting organ-
isations may not be able to fully apply them in the short term. However, organisations
should identify improvement in how rigourously they apply the principles to their
reporting process, in much the same way as they identify improvement in the various

_aspects of economic, environmental, and sodial performance.

Reports do not need to contain a detailed checklist showing that all principles have been
adopted. But they should offer some discussion of how the reporting principles have
been applied. This should include both successes and challenges. If a reporting organi-
sation does not seek to apply these principles, it should indicate where such departures
exist and why. Discussion of the application {or non-application) of principles may
appear in the profile section of the report or in a separate section that addresses the tech-
nical aspects involved in preparing the report.

The 11 principles outlined in the following section will help ensure that reports:

» present a balanced and reasonable account of economic, environmental, and
sodal performance, and the resulting contribution of the organisation to sustain-
able development;

» facilitate comparison over time;
» fadilitate comparisons across organisations; and

» credibly address issues of concern to stakeholders.
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ORGANISATION OF THE PRINCIPLES

The principles in Part B are grouped in four clusters (see Figure 3). Those that:

» form the framework for the report (transparency, inclusiveness, auditability);

» inform dedisions about what to report (completeness, relevance, sustainability
context);

» relate to ensuring quality and reliability (accuracy, neutrality, comparability); and

» inform dedsions about access to the report (darity, timeliness). THE PRINCIPLES OF

o . . . TRANSPARENCY AND
The principles of transparency and inclusiveness represent the starting point for the

reporting process and are woven into the fabric of all the other principles. All decisions
about reporting (e.g., how, when, what) take these two prindples and assodated prac-
tices into consideration.

INCLUSIVENESS REPRESENT

THE STARTING POINT FOR
. THE REPORTING PROCESS
The principles of sustainability context, completeness, and relevance play the key role D Akg WOVEN INTO THE
in determining what to report. Reports should help place the organisation’s perform-
ance in the broader context of sustainability challenges, risks, and opportunities. The
information contained within the report must meet the test of completeness in terms
of the reporting boundaries (i.e., entities included), scope (i.e., aspects or issues reported),
and time frame. Lastly, reported information should be relevant to the decision-making
needs of stakeholders.

" FABRIC OF ALL THE OTHER

PRINCIPLES:

The quality and reliability of the report content are guided by the prindples of neu-
trality, comparability, and accuracy. Reports should be comparable over time and across

~

Transparency
Inclusiveness

i | i

INFORMS IRFORMS INFORMS

* Decisions about Qualityfreliability | Accessibility of
i what-information of reported info?mation
; to report . information (how, when)
Completenéss Accuracy : Clarity
[— [O— S
Relevance Neutrality Timeliness
S E— PO
Sustainability -
‘ Context Comparability
Auditability j

Figure 3. Reporting Principles
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TRANSPARENCY IN
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REASON.TO INQUIRE

organisations. Information should be sufficiently accurate and reliable to enable its use
for decision-making purposes. Equally important, the report should present its content
in a balanced and unbiased manner.

The principles of clarity and timeliness govern the access and availability of reports. Put
simply, stakeholders should receive easily understood information in a time frame that
allows them to use it effectively.

Lastly, the principle of auditability relates to several other principles such as compara-
bility, accuracy, neutrality, and completeness. Specifically, this prindple refers to the abil-
ity to demonstrate that the processes underlying report preparation and information in
the report itself meet standards for quality, reliability, and other similar expectations.

Transparency

Full disclosure of the processes, procedures, and assumptions in report preparation
are essential to its credibility.

Transparency is an overarching principle and is the centrepiece of accountability.
It requires that, regardless of the format and content of reports, users are fully informed
of the processes, procedures, and assumptions embodied in the reported information.
For example, a report must include information on the stakeholder engagement
processes used in its preparation, data collection methods and related internal auditing,
and sdentific assumptions underlying the presentation of information. This transparency
in reporting is an exercise in accountability—the clear and open explanation of one’s
actions to those who have a right or reason to inquire.

Transparency is central to any type of reporting or disclosure. In the case of financial
reporting, over many decades governments and other organisations have created, and
continue to enhance, disclosure rules affecting financial reports to increase the trans-
parency of the reporting process. These generally accepted accounting principles and
evolving international accounting standards seek to ensure that investors are given a
clear picture of the organisation’s finandal condition, one that includes all material infor-
mation and the basis upon which this depiction is developed.

GRI seeks to move reporting on economic, environmental, and social performance in
a similar direction by creating a generally accepted framework for economic, environ-
mental, and social performance disclosure. As this framework continues to evolve rap-
idly, general practices will evolve in parallel, based on best practice, best science, and
best appraisal of user needs. In this dynamic environment, it is essential that reporting
organisations are transparent regarding the processes, procedures, and assumptions that
underlie their reports so that users may both believe and interpret reported informa-
tion. In this sense, transparency transcends any one princple, but affects all.

Inclusiveness

The reporting organisation should systematically engage its stakeholders to help focus
and continually enhance the quality of its reports.

The inclusiveness principle is rooted in the premise that stakeholder views are integral
to meaningful reporting and must be incorporated during the process of designing a
report. Reporting organisations should seek to engage stakeholders who are both directly
and indirectly affected. Aspects of reporting enriched by stakeholder consultation include
(but are not limited to) the choice of indicators, the definition of the organisation’s report-
ing boundaries, the format of the report, and the approaches taken to reinforce the cred-
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ibility of the reported information. Characteristics relevant to designing stakeholder con-
sultation processes include the nature and diversity of products and services, the nature
of the reporting organisation’s operations and activities, and the geographic range of
operations. Stakeholder engagement, like reporting itself, is a dynamic process. Exe-
cuted properly, it is likely to result in continual learning within and outside the organ-
isation, and to strengthen trust between the reporting organisation and report users.
Trust, in turn, fortifies report credibility, itself a key goal of GRI’s reporting framework.

The principle of inclusiveness also addresses the diverse needs of stakeholders who use
sustainability reports. The range of users of a sustainability report is broader than that
of financial reports. Inclusiveness is essential to ensuring that the reporting process and
content reflect the needs of these diverse users. Each user group has specific informa-
tion expectations—at times overlapping with those of other groups, at times distinct.
Failure to identify and consult with stakeholders is likely to result in reports that are
less relevant to users’ needs and thereby less credible to external parties. In contrast,
systematic stakeholder engagement enhances receptivity and usefulness across user
groups. This engagement may also indude soliciting views regarding the utility and cred-
ibility of sustainability reports issued by the reporting organisation.

GRI recognises that many reporting organisations have a wide range of potential stake-
holders. Any systematic approach to inclusiveness will require an organisation to define
an approach for grouping and prioritising stakeholders for purposes of engagement. In
the spirit of the inclusiveness and transparency prindples, it is important for reporting
organisations to dearly and openly explain their approach to defining whom to engage
with and how best to engage.

Auditability
Reported data and information should be recorded, compiled, analysed, and disclosed

in a way that would enable internal auditors or external assurance providers to attest
to its reliability.

The auditability principle refers to the extent to which information management
systems and communication practices lend themselves to being examined for accuracy
by both internal and external parties. Reports using the Guidelines contain data that is
both qualitative and gquantitative
in nature. In designing data col-
lection and information systems,
reporting organisations therefore
should anticipate that intermnal
auditing and external assurance
processes may be used in the
future.

In preparing reports, organisations

should continually ask the ques- Directors. Beginning in S;ptember 2002, the Board will consider options-for-how

GRI might continue te play- a constructive role in advancing the assurance of

tion: Is the response to an infor- e
sustainability reports.

mation query presented in such a
way that an internal or external
party in the future could examine
its accuracy, completeness, consistency, and reliability? Unverifiable statements or data
that affect the broad messages contained in a repornt using the Guidelines may compro-
mise its credibility. In addition to accuracy and reliability, the completeness of infor-
mation may also affect the ability of an auditor to render an assessment.
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Completeness
All information that is material to users for assessing the reporting organisation’s eco-
nomic, environmental, and social performance should appear in the report in a manner
consistent with the declared boundaries, scope, and time period.

This principle refers to accounting for and disclosing, in sufficient detail, all information
of significant concern to stakeholders within the declared boundaries (i.e., operational,
scope, and temporal) of the report. Defining whether such information meets the test
of significance to stakeholders should be based on both stakeholder consultation as well
as broad-based sodietal concerns that may not have surfaced through the stakeholder
consultation process. Such broad-based concerns may derive, for example, from national
policy and international conventions.

The completeness principle is three-dimensional:

Operational boundary dimension: Reported information should be complete in rela-
tion to the operational boundaries of the reporting organisation, in other words, the range
of entities for which the reporting organisation gathers data. These boundaries should
be selected with consideration of the economic, environmental, and social impacts of
the organisation. Such boundaries
may be defined based on finandal
control, legal ownership, business
relationships, and other considera-
tions. The boundaries may vary
according to the nature of the
reported information. In some
cases, the most appropriate bound-
aries for meeting the expectations
outlined by other reporting princi-
ples may extend beyond traditional
finandal reporting boundaries.

. Deﬁmng boundary conditions for reporung on econofrlic environmental, and social .
: nceé is a complex challenge. mplu_aL n factoxs mdude the diverse nattire.
he mformanon and the intimate: relanonsh P Uctwc- the orgamsauon and the
a:ger econormc environmenta), and soaal systems withi Wthh it operates Bound---

ary. ‘tesearch is a high priority in GRI's work programrne stcussxon papers; expo- 3
_sure drafts and testable protocols w1ﬂ appear dunng 2002—2003 leadmg to more,"
5 ystemanc and predise treatment of thls crmcal repornng 1ssue

Scope dimension: Scope is distinct from boundaries in that an organisation could choose
extended reporting boundaries (e.g., report data on all the organisations that form the
supply chain), but only indude a very narrow scope (e.g., only report on human rights
performance). In the context of GRI, “scope” refers to aspects such as energy use, health
and safety, and other areas for which the Guidelines include indicators and queries.
Despite the fact that the reporting boundary may be complete, the scope (e.g., human
rights aspects only) may not be complete. The process for determining a complete scope
may include, for example, the results of lifecycle analysis of products or services and
assessment of the full range of direct and indirect social or ecological impacts of the
reporting organisation. Some of these same tools may also influence decisions about
the other dimensions of completeness discussed here. The report should disclose all rel-
evant information within the context of the scope (i.e., aspects) covered.

Temporal dimension: Reported information should be complete with reference to the
time period declared by the reporting organisation. As far as possible, reportable activ-
ities, events, and impacts should be presented for the reporting pericd in which they
occur. This may involve reporting on activities that produce minimal short-term impact,
but will have a cumulative effect that may become material, unavoidable, or irreversible
in the longer term. Such activities might include, for example, the release of certain bio-
accumulative or persistent pollutants. Disclosure of the nature and likelihood of such
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impacts, even if they may only materialise in the future, comports with the goal of
providing a balanced and reasonable representation of the organisation’s current eco-
nomic, environmental, and social performance. In making estimates of future impacts
(both positive and negative), the reporting organisation should be careful to make well-
reasoned estimates that reflect the best understanding of the likely size, nature, and scope
of impacts. Although speculative in nature, such estimates can provide useful and
relevant information for dedsion-making as long as the limitations of the estimates are
clearly acknowledged.

. - - THE SIGNIFICANCE OF
Information within the organisation often flows from management systems that oper-

ate on a regular, short-term cydle, typically one year. However, a single reporting cyde INFORMATION CAN BE
often is too brief to capture many important economic, environmental, and sodal JUDGED FROM A NUMBER
impacts. This type of performance, by nature, focuses on the long-term, with forward-
looking trends at least as important as lagging, or historical, ones. Thus, reporting organ-
isations should strive to gradually align information systems to account for these HOWEVER, THE KEY
forward-looking trends in addition to historical trends. PERSPECTIVE IS THAT OF

OF PERSPECTIVES;

THE INFORMATION USER.
Relevance

Relevance is the degree of importance assigned to a particular aspect, indicator,
or piece of information, and represents the threshold at which information becomes
significant enough to be reported.

Relevance in sustainability reporting is driven by the significance attached to a piece of
information to inform the user’s decision-making processes. Stakeholders use infor-
mation on econormic, environmental, and social performance in a variety of ways, some
of which may differ substantially from that of the reporting organisation. The signifi-
cance of information can be judged from a number of perspectives; however, in any
reporting system, the key perspective is that of the information user. The primary pur-
pose of reporting (as opposed to other types of outreach and communication) is to
respond to user information needs in a neutral and balanced manner. Reporting must
therefore place a strong emphasis on serving users’ specific needs.

In considering relevance, it is important to remain sensitive to differences in how users
and reporting organisations apply information. Through stakeholder consultation, a
reporting organisation can better understand stakeholders’ information needs and how
best to respond to them. Ideally, reports should contain information that is useful and
relevant to both the reporting organisation and the report users. However, in some cases,
information may be relevant to the report user, but may not be of the same value to
the reporting organisation. It is important to differentiate between situations where
reporting expectations differ and those where information is irrelevant.

Sustainability Context

The reporting organisation should seek to place its performance in the larger context
of ecological, social, or other limits or constraints, where such context adds signifi-
cant meaning to the reported information.

Many aspects of sustainability reporting draw significant meaning from the larger con-
text of how performance at the organisational level affects economic, environmental,
and sodial capital formation and depletion at a local, regional, or global level. In such
cases, simply reporting on the trend in individual performance (or the efficiency of the
organisation) leaves open the question of an organisation’s contribution to the total
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amount of these different types of capital. For some users, placing performance infor-
mation in the broader biophysical, sodial, and economic context lies at the heart of sus-
tainability reporting and is one of the key differentiators between this type of reporting
and finandal reporting. Moreover, while the ability of an organisation to “sustain” itself
is obviously important to a range of stakeholders, it is unlikely that any individual organ-
isation will remain in existence indefinitely. This principle emphasises the sustainabil-
ity of the broader natural and human environment within which organisations operate.

Where relevant and useful, reporting organisations should consider their individual
performance in the contexts of economic, environmental, and social sustainability.
This will involve discussing the performance of the organisation in the context of
the limits and demands placed on economic, environmental, or social resources at a
macro-level. This concept is most clearly articulated in the environmental area in terms
: .. of global limits on resource use and pollution levels, but also may be relevant to social
_ IS'LARGELY DETERMINED . . and economic issues.

THE ACCURACY OF
QUALITATIVE ,]NFORMA TION

4 "G!",’ EE.OF CLARITY, " The understanding of how best to link organisational performance with macro-level con-
‘DETAIL, AND.BALANCE ~ " cerns will continue to evolve. GRI recommends that individual reporting organisations
Gemdlilt G ‘ explore ways to incorporate these issues directly into their sustainability reports in order
to advance both reporting organisations” and users’” understanding of these linkages.

‘IN. PRESENTATION.

Accuracy
The accuracy principle refers to achieving the degree of exactness and low margin of
ervor in reported information necessary for users to make decisions with a high degree
of confidence,

Economic, environmental, and sodal indicators can be expressed in many different ways,
ranging from qualitative responses to detailed quantitative measurements. The charac-
teristics that determine accuracy vary according to the nature of the information. For
example, the accuracy of qualitative information is largely determined by the degree of
clarity, detail, and balance in presentation. The accuracy of quantitative information,
on the other hand, may depend on the specific sampling methods used to gather hun-
dreds of data points from multiple operating units. The specific threshold of accuracy
that is necessary will depend in part on the intended use of the information. Certain
dedisions will require higher levels of accuracy in reported information than others.

Application of the accuracy principle requires an appredation of:

» the intentions and decision-making needs of the users; and

» the different conditions under which information is gathered.

As with other principles, it is important to be transparent in how this princple is applied.
Explaining the approaches, methods, and techniques that the reporting organisation uses
to achieve satisfactory levels of accuracy will help improve the credibility of the report
and the acceptance of the reported information.
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Neutrality

Reports should avoid bias in selection and presentation of information and should strive
to provide a balanced account of the reporting organisation’s performance.

The neutrality prindple refers to the fair and factual presentation of the organisation’s
economic, environmental, and social performance. Embodied in the principle of neu-
trality is the notion that the core objective behind a reporting organisation’s selection
and communication of information is to produce an unbiased depiction of its per-
formance. This means presenting an account that includes both favourable and
unfavourable results, free from intentional tilt or under- or overstatement of the organ-
isation’s performance. The report should focus on neutral sharing of the facts for the
users to interpret. Environmental reporting, the precursor to sustainability reporting, BEHIND A REPORTING

has demonstrated this type of gradual evolution from anccdotal and selective disclo- ' ORGANISATION’S SELECTION
sure toward a more neutral, factual presentation of data. While reporting practices still '
vary significantly among reporting organisations, many have recognised that achiev-
ing and maintaining credibility among users hinges on the commitment of the report-
ing organisation to a neutral and fair depiction.

. .THE CORE OBJECTIVE

T AND COMMUNICATION OF
. INFORMATION IS TO

PRODUCE AN UNBIASED

Under the neutrality principle, the overall report content must present an unbiased pic- CTION OF ITS
ture of the reporting organisation’s performance, avoiding selections, omissions, or pres-
entation formats that are intended to influence a decision or judgement by the user.
Where the reporting organisation wishes to present its perspective on an aspect of per-
formance, it should be clear to the reader that such information is separate and distinct
from GRI's reporting elements. In the same way that annual financial reports typically
contain interpretive material in the front end and finandal statements in the back, so
too should GRI-based reports strive for a clear distinction-between the reporting organ-

isation’s interpretation of information and factual presentation.

ERFORMANCE.

Comparability

The reporting organisation should maintain consistency in the boundary and scope of
its reports, disclose any changes, and re-state previously reported information.

This prindple refers to ensuring that reports on economic, environmental, and social
performance support comparison against the organisation’s earlier performance as well
as against the performance of other organisations. This allows intemal and external
parties to benchmark performance and assess progress as part of supporting rating
activities, investment decisions, advocacy programmes and other activities. Compara-
bility and associated demands for consistency are a pre-requisite to informed dedision-
making by users.

When changes in boundary, scope, and content of reporting occur ({including in the
design and use of indicators), reporting organisations should, to the maximum extent
practicable, re-state current accounts to ensure that time series information and cross-
organisational comparisons are both reliable and meaningful. Where such re-statements
are not provided, the reporting organisation should disclose such circumstances, explain
the reasons, and discuss implications for interpreting current accounts.
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NOT ALL USER GROUPS.
WILL BRING THE SAME
LEVEL OF EXPERIENCE
1O THE READING OF

THE REPORT.

Clarity
The reporting organisation should remain cognizant of the diverse needs and back-
grounds of its stakeholder groups and should make information avaitable in a manner
that is responsive to the maximum number of users while still maintaining a suitable
level of detail.

The clarity principle considers the extent to which information is understandable and
usable by diverse user groups. In finandal reporting, there is an unspoken assumption
concerning the general level of background knowledge and experience of the assumed
~primary” user group, namely, investors. No such "primary” user group exists for GRI
at this juncture. In fact, it may never exist owing to the diversity of user groups that are
consumers of economic, environmental, and social performance information. In using
the GRI Guidelines, it is reasonable to assume that all users have a working knowledge
of at least a portion of the economic, environmental, and social issues faced by the report-
ing organisation. However, not all user groups will bring the same level of experience—
or even the same language—1o the reading of the report. Thus, reporting organisations,
through assessing stakeholder capabilities, should design reports that respond to the max-
imum number of users without sacrificing important details of interest to a subset of
user groups. Technical and scientific terms should be explained within the report, and
dear, suitable graphics should be used where appropriate. Providing information that
is not understandable to stakeholders does not contribute to successful engagement.
Clarity is therefore an essential characteristic of any reporting effort.

Timeliness

Reports should provide information on a regular schedule that meets user needs and
comports with the nature of the information itself.

The usefulness of information on economic, environmental, and sodal performance is
closely tied to its timely availability to user groups. Timeliness ensures maximurm uptake
and utility of the information, enabling users to effectively integrate it into their ded-
sion-making. As with finandial disclosures, reporting on economic, environmental, and
social performance is most valuable when users can expect a predictable schedule of
disclosures. Spedal updates can be issued if and when unexpected developments of
material interest to users occur. :

Reporting organisations should structure disclosures to accord with the nature of the
information. Certain environmental information, for example, may be most useful on
a quartexly, monthly or continuous {*“real time”) basis, while other environmental infor-
mation is most suitable for an annual report. Similarly, reporting on economic
performance may parallel financial reporting: annual disclosures can summarise
economic performance during the prior 12 months, while quarterly updates can be
issued in parallel with quarterly eamings reports to investors. With the menu of new
communications technologies available 1o reporting organisations, adjusting the timing
of disclosures to reflect the varying nature of an organisation’s impacts is now more
feasible than ever before. However, the degree to which any technology approach can
be applied depends on stakeholders having access to the necessary technology.
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Although a regular flow of information is desirable for meeting certain needs, report-
ing organisations should commit to a single point in time to provide a consolidated
accounting of their economic, environmental, and social performance. This is neces-
sary to meet the fundamental objective of comparability across organisations. As an
example, a yearly consolidated report released on a predictable schedule, accompanied
by interim updates using electronic media, represents a standard structure that is con-
sistent with the principle of timeliness
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"1, Boundaries: Organisations"ﬁéihg the Guidelines may

bave complex internal sauctures, muluple subsidiaries,
_joint ventures, and/or forelgn operanons Particular
care should be taken to match the scope ofthe report
with the economic, enwronmental, and social “foot-
print” of the organisation’{i:e. ,vrhe ull extent ofits eco-
nomic, environmental; and . soclal 1mpacts) Any
‘differences should be’ exp]amed

2. Use of technical protocols i reporung on mdlcators
- contained within the Guzdelmes reporters should use
GRI technical protocols. whenever avaﬂable Drafting
of protocols for a hrmted number of GRI mdrcators
began in 2002, and drafts in progress can'be found on
. ~the GRI website (www. g]obalrepomng org). GRI
e recogmses the need for connnued development of pro-

~1ocols, and:the current set represems the first of many

that will follow in commg years. Tf, for any reason,
' reportmg organisationr does not use an existing GRI
protocol it-should clearly: descnbe the measurement

S rules and methodologles used for data compﬂauon For

suuanons wherea formal GRI protocol is' not yetavail-
. ab,l, repornng organlsanons should use. thelr profes-
sisiohaly judgement; drawmg on mternamona] standards
and convermons wherever: p0551ble

3 Metrws Reported data should be presented usmg gen--

serally: accepted mtemanonal memcs (e 85 k]]ograms
. tonines, itres), calctilated’ usmg standard convefsion
factors When other metics are used repons should
prowde conversron mformanon to enable mtemauonal
users 1o make conversmns :

4 sze frames and targets. Wherever possrble TEports
should present mformanon_for all pérformance indi-
' cators in-a-manner that enables users to understand
cutrént and future tieinds. At-a Thinimum; reporting
: vorganisaiions should present data for thev cnrrent
‘teporiing period (e.g., one year) and at least two pre-
vious;peniods, as well as future targets where they have
been established: This information provides essential
context for understanding the significance of 2 given
piece of information. Comparisons with industry aver-
ages, where available, can also provide useful context.

5. Absolute/normalised data: As a general prindple,.
reporting organisations should present indicator data:-
in absolute teriris-and use ratios or normalised data as

complementary information. Providing only nor-
malised data may mask absolute figures, which is the
information of primary interest to some stakeholders.

However, if-dbsoliite data are provided, users will | e
able to compile. thelr own normalised analysxs usxng ;
information from. Sectlon 2 of Part C (Proﬁle) Neve
theless, GRIdoes recognise the utility of data. presente_ o
as ratios. Ratio data:may be useful in COH_]UDCUOB wnh-"
absolute data‘for commumcaung performance e ds
or articulating performance 4cross two or morelinked -
dimensions-of sustamabrhty When ratios are included,
organisations: are ‘asked 1o make ‘use of. normahsmg
factors fromr wnhm the report and from-Section 2 of S
Part C, if appropnate. See Annex 5 for more iriforma:.
tion on ratios: :

Data consolidation hhd‘di_saggregatiorz’ Repomni
orgamsanons wxll need to determme the approp id

the perforrnance of the orgamsanon ol twide ‘ot
broken down by subsidiaries, countries of opera'
or even mdrwdual facilities: This decision requrres bal-"
andng the reportmg burden agamst the poterma] addi=-i#
tional value of data: reported on a dlsaggregated e
(e.g., country-or site) basis. Consohdatxon of mforma— e
tion can result inloss of a ﬂgmﬁcam amount: of value 5

to users, and also risks. maskmg pamcular]y strong or *
poor performance in specnﬁc areas of operanon' In gen- i
eral, reporting orgamsamons should chsaggregate
information to-an appropnate and useful level asdeter:,
mined through consultauon with. stakeholders The
appropriate level ‘of consohdanon/dlsaggreganon o
may vary by indicator: - e

Graphics: The use of graphlcs an enhance the qual-'
ity of a report. However care sh_ould be Laken to ensiire
that graphics do not-inadvertently iead : readers ‘to
incorrect interpretations ‘of data and results: Care is
needed in the selection of axes, ‘scales, and data
(including conversion of raw data to ratios and indices
for graphic purposes), and the use of colour and dif-
ferent types of graphs and-charts: Graphxcs should be
a supplement to—not a subsmute for—“text-and nar-
rative disclosure of mformat]on, In general; raw data
should accompany graphical- p'r:_esen‘tat_ions,‘ either
alongside or in appendices. Graphs should always
clearly indicate the source of their »data.

Executive summary: GRI encourages the indlusion of
an executive summary. In keeping with the reporting
prindples in Part B, the summary. should draw only
on material from within the report and-be materially
consistent with the content of the report.
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OVERVIEW OF PART C

Part C of the Guidelines specifies the
content of a GRI-based report. The _ T

report content is organised in what 1. Vision and Strat Y, descnpnon of the reporting: orgarusanon s strategy with
regard to sustamabﬂlty including a statement from the CEO

GRI considers a logical order, and

reporting organisations are 2. Proflle ovemew of the reporting organisation’s strucmre and operations and
encouraged to follow this structure of the scope the 1 -port:” ol

in writing their reports. See 3. Governance Stmcture and Management Systems = descnpnon of orgam—
General Notes and Part A for fur- sational _sm‘lcture‘

'hoes and management systems, mdudmg stakeholder

ther guidance on report structure. engagement efforts. . - v
Questions regarding other issues 4 GRI Content Index = a table supplied by the repomng orgam uon 1dent1fy
related to application of the Guide- mg where th mforma on listed in Part C of the Guzdelmes is locared wnhm the
lines are also addressed in Part A. r i '
Please note that Part C is best read
in conjunction with Part B.

Part C only covers basic report con-
tent as defined by GRI. As noted in
Part A, reporting organisations might also have additional sector-specific or organisa-
tion-specific information to include in their reports. Organisations that wish to report
“in accordance” with the Guidelines must meet the five conditions described in Part A
on page 13.

Major Changes Since June 2000
Since the release of the June 2000 edition of the Guidelines, GRI has made a number of
major changes to the content of a GRI-based report:

» Following a two-year consultative period, the performance indicators have been
substantially revised. The most significant changes are found in the economic and
sodal sections. Aspects and indicators have been reorganised, and new indicators
appear. For details on the consultative process, please visit the Global Reporting
Initiative website (www.globalreporting.org) to view the Final Report of the Mea-
surement Working Group.

» The requirement for an Executive Summary section has been removed; however,
GRI still encourages reporting organisations to indude a summary.

-

The Vision and Strategy section has been revised to include the CEO statement.

» The 2002 Guidelines have new content on governance to describe the significance
of economic, environmental, and social issues in top-level dedsion-making
processes.

-

Reporting organisations using the GRI Guidelines are now expected to indude a Con-
tent Index within their repor, identifying the location of GRI performance indica-
tors and other elements.

-

The distinction between “generally applicable” and “organisation-spedfic™ envi-
ronmental indicators has evolved into the dassificadons of “core” and “additional.”
All indicators (not just environmental) are now classified either as “core” or “addi-
tional.” Core indicators are those relevant to most reporting organisations and of
interest to most stakeholders. Additional indicators are viewed as those that have
one or more of the following attributes: 1) represent leading practice in economic,
environmental, or sodal measurement aspects, though currently used by few report-
ing organisations; 2) provide information of interest to stakeholders who are par-
ticularly important to the reporting entity; and 3) are deemed worthy of further
testing for possible consideration as future core indicators.
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» GRI indicators have been revised to better align with major international agree-
ments, including conventions on the environment, labour, and human rights.

» The Performance Indicators sections are now presented in alphabetical order:
economic, environmental, sodal.

Indicators in the GRI Framework

GRI structures performance indicators according to a hierarchy of category, aspect,
and indicator. The definitions used by GRI within this hierarchy are aligned with inter-
national standards, but adapted to the GRI framework. Indicators are grouped in terms
of the three dimensions of the conventional definition of sustainability—economic,
environmental, and social. Annex 5 contains further information on GRI's approach .
to indicators.

In the 2002 Guidelines, the hierarchy is structured as follows:

Products and services. -
Compliance
Transport .
Overall -

Employment
Labour/management relations
Health and safety

aining and education.
Diversity and:opportunity

trategy and management
Non-discrimination
Freedom:of association and collective bargaining
Chitd tabour’
Forced and compulsory labour
: Disciplinarypractices
:Secunty practices

Indigenous rights
Community”

‘Bribery and carruption
‘Political contribuitions
Competition and pricing
Customer health and safety
Produets.and services
Advertising

Respect for-privacy




An introduction to each set of indicators in Section 5 of Part C briefly describes the
reasoning that led to the specific organisation of aspects and indicators in the 2002
Guidelines.

Note that within the context of GRI, performance indicators can be either quantitative
or qualitative. While quantitative or numerical measures offer many advantages, they
may prove unreliable, incomplete, or ambiguous for measuring performance on cer-
tain issues. GRI considers qualitative indicators, those indicators requiring textual
response, to be complementary and essential to presenting a complete picture of an
organisation’s economic, environmental, and sodial performance.

Qualitative measures may be most appropriate when dealing with highly complex
economic or sodal systems in which it is not possible to identify quantitative measures
that capture the organisation’s contribution—positive or negative—to economic, envi-
ronmental, or sodal conditions. Qualitative approaches also may be most appropriate
for measurements of impacts to which the organisation is one of many contributors.
Wherever possible, qualitative performance indicators have been worded to encourage
a response that can be expressed along a scale as opposed to a general descriptive state-
ment (see Annex 5). This, in turn, facilitates comparisons across reporting organisations.

—
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The following five sections contain the reporting elements and performan
:”';‘tors for the 2002 GRJ Guidelines. Reportmg e}ements are numbered (e '

md1cators are listed in bold type. Some: are supported by addmonal gmdance
. Znauon in standard type.

7 Vision AND STRATEGY

This section encompasses a statement of the reporting organisation’s sustainability vision
and strategy, as well as a statement from the CEO.

1.1 Statement of the organisation’s vision and strategy regardmg its contribu-
tion to sustainable development.

Present overall vision of the reporting organisation for its future, particularly with
regard to managing the challenges assodated with economic, environmental, and
sodal performance. This should answer, at a minimum, the following questions:
» What are the main issues for the organisation related to the major themes of
sustainable development?
» How are stakeholders included in identifying these issues?
» For each issue, which stakeholders are most affected by the organisation?
» How are these issues reflected in the organisation’s values and integrated into
its business strategies?
» What are the organisation’s objectives and actions on these issues?

Reporting organisations should use maximum flexjbility and creativity in prepar-
ing this section. The reporting organisation’s major direct and indirect economic,
environmental, and sodal issues and impacts (both positive and negative) should
inform the discussion. Reporting organisations are encouraged to draw directly from
indicators and information presented elsewhere in the report. They should include
in their discussion any major opportunities, challenges, or obstacles to moving
toward improved economic, environmental, and social performance. International
organisations are also encouraged to explicitly discuss how their economic, envi-
ronmental, and sodial concemns relate to and are impacted by their strategies for
emerging markets.

1.2 Statement from the CEO (or equivalent senior manager) describing key
elements of the report.

A statement from the reporting organisation’s CEO (or equivalent senior manager
if other title is used) sets the tone of the report and establishes credibility with inter-
nal and external users. GRI does not specify the content of the CEO statement;
however, it believes such statements are most valuable when they explidtly refer
to the organisation’s commitment to sustainability and to key elements of the report.
Recommended elements of a CEO statement indude the following:
» highlights of report content and commmitment to targets;
» description of the commitment to economic, environmental, and sodial
goals by the organisation’s leadership;
» statement of successes and failures;
» performance against benchmarks such as the previous year’s performance
and targets and industry sector norms;

» the organisation’s approach to stakeholder engagement; and
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» major challenges for the organisation and its business sector in integrating
responsibilities for finandal performance with those for economic, environ-
mental, and sodal performance, induding the implications for future busi-
ness strategy.

The CEO statement may be combined with the statement of vision and strategy.

2 PROFILE

This section provides an overview of the reporting organisation and describes the scope
of the report. Thus, it provides readers with a context for understanding and evaluat-
ing information in the rest of the report. The section also indudes organisational con-
tact information.

Organisational Profile

Reporting organisations should provide the information listed below. In addition, they
are encouraged to include any additional information that is needed for a full picture
of the organisation’s operations, products, and services.

2.1 Name of reporting organisation.
2.2 Major products and/or services, including brands if appropriate.

The reporting organisation should also indicate the nature of its role in providing
these products and services, and the degree to which the organisation relies on
outsourdng.

2.3 Operational structure of the organisation.

2.4 Description of major divisions, operating companies, subsidiaries, and joint
ventures.

2.5 Countries in which the organisation’s operations are located.
2.6 Nature of ownership; legal form.
2.7 Nature of markets served.
2.8 scale of the reporting organisation:
» number of employees;
» products produced/services offered {quantity or volume);
» net sales; and
» total capitalisation broken down in terms of debt and equity.
In addition to the above, reporting organisations are encouraged to provide -
additional information, such as:
» value added:;
» total assets; and
» breakdowns of any or all of the following:

* sales/revenues by countries/regions that make up 5 percent or more of
total revenues;

» major products and/or identified services;
* costs by country/region; and
« employees by country/region.

In preparing the profile information, organisations should consider the need to pro-
vide information beyond that on direct employees and finandal data. For exam-
ple, some organisations with few direct employees will have many indirect
employees. This could include the employees of subcontractors, franchisees, joint
ventures, and companies entirely dependent on or answerable to the reporting
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organisation. The extent of these relationships may interest stakeholders as much
or more than information on direct employees. The reporting organisation should
consider adding such information to its profile where relevant.

Reporting organisations should choose the set of measures best suited to the nature
of their operations and stakeholders’ needs. Measures should indude those that
can be used specifically to create ratios using the absolute figures provided in other
sections of the report (See Annex 5 for information on ratios). All information
should cover that portion of the organisation that is covered by the report.

2.9 List of stakeholders, key attributes of each, and relationship to the reporn-
ing organisation.
Stakeholders typically include the following groups (examples of attributes are
shown in parentheses):
» communities (locations, nature of interest);
customers (retail, wholesale, businesses, governments);
shareholders and providers of capital {stock exchange listings);
suppliers (products/services provided, local/national/international
operations);
trade unions (relation to workforce and reporting organisation);
workforce, direct and indirect {size, diversity, relationship to the reporting
organisation); and
other stakeholders (business partners, local authorities, NGOs).

v v -

v v

-

Report Scope

2.10 Contact person(s) for the report, including e-mail and web addresses.
2.11 Reporting period (e.g., fiscal/calendar year) for information provided.
2.12 Date of most recent previous report (if any).

2.13 Boundaries of report (countries/regions, products/services, divisions/
facilities/joint ventures/subsidiaries) and any specific limitations on the
scope.

If reporting boundaries do not match the full range of economic, environmental,
and sodal impacts of the organisation, state the strategy and projected timeline for
providing complete coverage. ‘

2.14 Significant changes in size, structure, ownership, or products/services that
have occurred since the previous report.

2.15 Basis for reporting on joint ventures, partially owned subsidiaries, leased
facilities, outsourced operations, and other situations that can significantly
affect comparability from period to period and/or between reporting organ-
isations.

2.16 Explanation of the nature and effect of any re-statements of information
provided in earlier reports, and the reasons for such re-statement (e.g., merg-
ersfacquisitions, change of base years/periods, nature of business,
measurement methods).

Report Profile
2.17 Decisions not to apply GRI principles or protocols in the preparation of
the report.

2.18 Criteriasdefinitions used in any accounting for economic, environmental,
and social costs and benefits.
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2.19 Significant changes from previous years in the measurement methods
applied to key economic, environmental, and social information.

2.20 Policies and internal practices to enhance and provide assurance about the
accuracy, completeness, and reliability that can be placed on the sustain-
ability report.

This indudes internal management systems, processes, and audits that management
relies on to ensure that reported data are reliable and complete with regard to the
scope of the report.

2.21 Policy and current practice with regard to providing independent assurance
for the full report.

2.22 Means by which report users can obtain addjtional information and reports
about economic, environmental, and social aspects of the organisation’s
activities, including facility-specific information (if available).

3 GOVERNANCE STRUCTURE AND
MANAGEMENT SYSTEMS

This section provides an overview of the governance structure, overarching policies, and
management systems in place to implement the reporting organisation’s vision for sus-
tainable development and to manage its performance. In contrast, Section 5 (Perfor-
mance Indicators) addresses the results and breadth of the organisation’s activities.
Discussion of stakeholder engagement forms a key part of any description of governance
structures and management systems.

Some of the information listed in this section may overlap with information in other
publications from the organisation. GR1 is sensitive to the need to avoid unnecessary
duplication of effort. However, for the sake of ensuring full and complete contextual
information for users of sustainability reports, it is important to cover the itemns listed
below in combination with other information on the organisation’s economic, envi-
ronmental, and social performance. Organisations may wish to cross-reference between
different documents, but this should not be done at the expense of excluding necessary
information in a sustainability report.

Structure and Governance

3.1 Governance structure of the organisation, including major committees under
the board of directors that are responsible for setting strategy and for over-
sight of the organisation.

Describe the scope of responsibility of any major committees and indicate any direct
responsibility for economic, sodial, and environmental perforrmance.

3.2 Percentage of the board of directors that are independent, non-executive
directors.

State how the board determines “independence”.

3.3 Process for determining the expertise board members need to guide the
strategic direction of the organisation, including issues related to environ-
mental and social risks and opportunities.

3.4 Board-level processes for overseeing the organisation’s identification
and management of economic, environmental, and social risks and oppor-
tunities.
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3.5 Linkage between executive compensation and achievement of the organi-
sation’s financial and non-financial goals (e.g., environmental performance,
labour practices).

3.6 Organisational structure and key individuals responsible for oversight,
implementation, and audit of economic, environmental, social, and related
policies.

Include identification of the highest level of management below the board level
directly responsible for setting and implementing environmental and sodal poli-
des, as well as general organisational structure below the board level.

3.7 Mission and values statements, internally developed codes of conduct or
principles, and polices relevant to economic, environmental, and social per-
formance and the status of implementation.

Describe the status of implementation in terms of degree to which the code is applied
across the organisation in different regions and departments/units. “Polides” refers
to those that apply to the organisation as a whole, but may not necessarily provide
substantial detail on the specific aspects listed under the performance indicators in
Part C, Section 5 of the Guidelines.

3.8 Mechanisms for shareholders to provide recommendations or direction to
the board of directors.

Include reference to any policies or processes regarding the use of shareholder res-
olutions or other mechanisms for enabling minority shareholders to express opin-
ions to management.

Stakeholder Engagement

Stakeholder engagement activities should reflect the organisation’s stakeholders as
identified in the Profile section.

3.9 Basis for identification and selection of major stakeholders.

This includes the processes for defining an organisation’s stakeholders and for deter-
mining which groups to engage.

3.10 Approaches to stakeholder consultation reported in terms of frequency of

consultations by type and by stakeholder group. /

This could indude surveys, focus groups, community panels, corporate advisory
panels, written communication, management/union structures, and other vehides.

3.11 Type of information generated by stakeholder consultations.

Indude a list of key issues and concerns raised by stakeholders and identify any
indicators specifically developed as a result of stakeholder consultation.

3.12 Use of information resulting from stakeholder engagements.

For example, this could include selecting performance benchmarks or influencing
spedfic dedisions on policy or operations.

Overarching Policies and Management Systems

GRI has included policy indicators in both Section 3 (Governance Structure and
Management Systems) and Section 5 (Performance Indicators), using the general prin-
ciple of grouping information items closest to the most relevant aspect. The broader,
overarching policies are most directly related to the governance structure and man-
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agement systems section of the report. The most detailed level of policy (e.g., policies
on child labour) may be captured in the performance indicator section of the report.
Where the reporting organisation perceives an overlap in the GRI framework, it should
choose the most appropriate location in its report for the information.

3.13 Explanation of whether and how the precautionary approach or principle
is addressed by the organisation.
This could include an example that illustrates the organisation’s approach to risk
management in the operational planning or the development and introduction of
new products. For reference, see the glossary for text of Article 15 of the Rio Prin-
ciples on the precautionary approach.

3.14 Externally developed, voluntary economic, environmental, and social char-
ters, sets of principles, or other initiatives to which the organisation sub-
scribes or which it endorses.

Include date of adoption and countries/operations where applied.

3.15 Principal memberships in industry and business associations, and/or
national/international advocacy organisations.

3.16 Policies and/or systems for managing upstream and downstream impacts,
including:
» supply chain management as it pertains to outsourcing and supplier
environmental and social performance; and
» product and service stewardship initiatives.
Stewardship initiatives include efforts to improve product design to minimise
negative impacts assodated with manufacturing, use, and final disposal.

3.17 Reporting organisation’s approach to managing indirect economic, envi-
ronmental, and social impacts resulting from its activities.

See below (under Economic Performance Indicators) for a discussion of indirect eco-
nornic impacts.

3.18 Major decisions during the reporting period regarding the location of, or
changes in, operations.

Explain major dedsions such as fadlity or plant openings, closings, expansions,
and contractions.

3.19 Programmes and procedures pertaining to economic, environmental, and
social performance. Include discussion of:

priority and target setting;

major programmes to improve performance;
internal communication and training;
performance monitoring;

internal and external auditing; and

v v v v v w

senior management review.

3.20 Status of certification pertaining to economic, environmental, and social
management systems.

Include adherence to environmental management standards, labour, or sodal
accountability management systems, or other management systems for which
formal certification is available.
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4 GRI CONTENT INDEX

4.1 A table identifying location of each element of the GRI Report Content, by
section and indicator.

The purpose of this section is to enable report users to quickly assess the degree to
which the reporting organisation has included the information and indicators con-
tained in the GRI Guidelines. Specifically, the reporter should identify the location
of the following GRI elements:

» Vision and Strategy: 1.1 and 1.2

» Profile:2.1 t0 2.22

» Governance Structure and Management Systems: 3.1 to 3.20

» Performance Indicators: all core performance indicators and identification of
the location of explanations for any omissions

» Any of the additional indicators from Section 5 of Part C that the reporter
chooses to include in the report

5 PERFORMANCE INDICATORS

This section lists the core and additional performance indicators for GRI-based reports.
Reporting organisations that wish to report in accordance with the Guidelines should
read Part A concerning the requirements for in accordance reporting.

The performance indicators are grouped under three sections covering the economic,
environmental, and social dimensions of sustainability. This grouping is based on the
conventional model of sustainable development and is intended to aid users of
the Guidelines. However, limiting performance indicators to these three categories
may not fully capture the performance of an organisation for a number of reasons.
For example:
» changes in one aspect of economic, environmental, or sodal performance often
result in changes to other aspects of sustainability;
» sustainability strategies often use one area of sustainability as a reference point when
defining goals for another area; and

» advandng sustainable development requires coordinated movement across a set of
performance measurements, rather than random improvement within the full
range of measurements.

Therefore, in addition to the economic, environmental, and social dimensions, a fourth
dimension of information is necessary: integrated performance.

Iniegrated indicators are considered first in this section. Following this are the core and
additional indicators related to economic, environmental, and social performance.

Integrated Indicators

Given the unique relationship of each organisation to the economic, environmental,
and social systems within which it operates, GRI has not identified a standardised set
of integrated performance indicators. However, GRI encourages reporting organisations
to consult with stakeholders and develop an appropriate shortlist of integrated per-
formance indicators to include in their reports.




Integrated measures are generally of two types:
1. Systemic indicators; and

2. Cross-cutting indicators.

Systemic indicators relate the activity of an organisation to the larger economic, envi-
ronmental, and social systems of which it is a part. For example, an organisation could
describe its performance relative to an overall system or a benchmark, such as a
percentage of the total workplace accidents found in the sector within a given country.
Similarly, an organisation could present its net job creation as a proportion of the total
number of jobs created in a region.

Absolute systemic indicators describe an organisation’s performance in refation to the
limit or capadty of the system of which it is a part. An example would be the amount
of air pollutants of a given type released as a proportion of the total amount allowable
in a region as defined by a public authority.

In general, systemic indicators provide an understanding of the degree to which the
organisation’s performance may influence the performance of a larger system. These
types of measures are most useful for organisations that operate within a relatively nar-
rowly defined geographic area.

Cross-cutting indicators directly relate two or more dimensions of economic, envi-
ronmental, and social performance as a ratio. Eco-efficiency measures {e.g., the amount
of emissions per unit of output or per monetary unit of turnover) are the best-known
examples (further guidance on ratio indicators can be found in Annex 5). Many organ-
isations have proposed standardised sets of environmental efficiency indicators that
measure various types of resource use or pollution emissions against an economic or
productivity measure. Cross-cutting indicators effectively demonstrate the size of the
positive or negative impact for each incremental change in another value.

In developing and reporting cross-cutting indicators, care should be taken to:

» draw, where possible, on information already reported under these Guidelines;
» ensure that the indicators use ratios derived from normalised measures and, when
possible, from intemnationally accepted metrics; and

» supplement, not replace, non-ratio indicators.

ECONOMIC PERFORMANCE INDICATORS

The economic dimension of sustainability concerns an organisationt’s impacts on the eco-
nomic circumstances of its stakeholders and on economic systems at the local, national
and global levels. Economic impacts can be divided into:

» direct impacts; and

» indirect impacts.

These impacts can be positive or negative. Broadly speaking, economic performance
encompasses all aspects of the organisation’s economic interactions, including the tra-
ditional measures used in financial accounting, as well as intangible assets that do not
systematically appear in finandal statements. However, economic indicators as articu-
lated in the Guidelines have a scope and purpose that extends beyond that of traditional
financial indicators.
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. ECONOMIC INDICATORS
S ARTICULATED IN THE

L Ip:'E'L]'N::ES 'HAVE A SCOPE
ND PURPOSE THAT

XTENDS BEYOND THAT OF
' INANCIAL

Finandial indicators focus primarily on the profitability of an organisation for the pur-
pose of informing its management and shareholders. By contrast, economic indicators
in the sustainability reporting context focus more on the manner in which an organi-
sation affects the stakeholders with whom it has direct and indirect economic interac-
tions. Therefore, the focus of economic performance measurement is on how the
economic status of the stakeholder changes as a consequence of the organisation’s activ-
ities, rather than on changes in the finandal condition of the organisation itself. In some
cases, existing financial indicators can directly inform these assessments. However, in
other cases, different measures may be necessary, including the re-casting of traditional
financial information to emphasise the impact on the stakeholder. Inn this context, share-
holders are considered one among several stakeholder groups.

While finandal performance indicators are well developed, indicators of organisation-level
economic performance as described in the previous paragraph are still evolving. The indi-
cators in this section are the result of a consultation process that began after the release
of the June 2000 Guidelines and represent a new approach to reporting on economic
impacts. This framework will continue to evolve in future versions of the GRI Guidelines
as application and learning continue. Such evolution will indude an understanding of
how economic impacts are linked to the intangible assets of the organisation.

Direct Impacts
The economic indicators on direct impacts are designed to:

» measure the monetary flows between the organisation and its key stakeholders;
and

» indicate how the organisation affects the economic drcumstances of those stake-
holders.

The aspects for this section are organised around stakeholder groups. Each aspect
includes a monetary flow indicator, which provides an indication of the scale of the rela-
tionship between reporting organisation and stakeholder. Most monetary flow indica-
tors are paired with one or more other indicators that provide insight into the nature
of the performance and impact on the stakeholder’s economic capacity.

For example, under suppliers, the monetary flow indicator associated with “cost of all
goods, materials, and services purchased” provides information on the scale of flows
between the reporting organisation and its suppliers. The performance indicator
describes one facet of the economic relationship between the suppliers and the report-
ing organisation.

Indirect impacts

The total economic impact of an organisation includes indirect impacts stemming from
externalities that create impacts on communities, broadly defined. Externalities are those
costs or benefits arising from a transaction that are not fully reflected in the monetary
amount of the transaction. A community can be considered as anything from a neigh-
bourhood, to a country, or even a community of interest such as a minority group within
a society. Although often complex, indirect impacts are measurable. However, given
the diversity of situations facing reporting organisations, GRI has not at this point iden-
tified a single, generic set of such indicators. Thus, each organisation should select per-
formance indicators based on its own analysis of the issues. Information on the reponing
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organisation’s overall approach to identifying and managing indirect impacts is covered
under item 3.17 in the Governance Structure and Management Systems section.
Examples of externalities might include:

» innovation measured through patents and partnerships;

» economic effects (positive or negative) of changes in location or operations; or

» the contribution of a sector to Gross Domestic Product or national competitiveness.

Examples of community impacts might include:

» community dependency on the organisation’s activities;
v ability of the organisation to attract further investiment into an area; or

» the location of suppliers.

Further discussion of indirect economic impacts is available through discussion papers
prepared by the Economics Subgroup of the Measurement Working Group. These can
be found on the GRI website.

Economic Performance Indicators

DiReCT EcONOMIC IMPACTS

Customers

Monetary flow indicator:
ECa Netsales, . . .
As listed in the:profile section under 2.8.

EC2. Geographic breakdown of markets.

For each product or.product range, disclose national market share
by country where this is'25% ormore. Disclose market share and

sales for each country where'national sales represent 5% or more

of GDP.

Suppliers
Monetary flow indicator: "~ EC11. Supplier breakdown by organisation-and.country. !
EC3. Cost of all goods, materials, and services purchased. List all suppliers from which purchases in-the reporting period

represent 10% or mare of total purchases in that period. Also

ECs. Percentage of contracts that were paid in accordance with identify atl countries where total purchasing represents 5% or

agreed termns, excluding agreed penalty asrangements.

. 2.5 / : DP.
Terms may include conditions'such as scheduling of payments, more of G
form of payment, or other conditions. This indicatoris the percent
of contracts that were paid according to terms, regardiess of the
details of the terms.

Employees

Monetary flow indicator:

ECs. Total payroll-and benefits (including wages, pension, other
benefits, and redundancy payments) broken down by country or
region.

This remuneration should referto current payments and not
include future commitments.

(Note: Indicator LAg on training also offers information on one
aspect of the organisation’s investment in human capital.)
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Economic Performance Indicators (continued)
: ‘Indicato

Providers of Capital

Monetary flow indicator:

EC6. Distributions to providers of capital broken down by
interest on debt and borrowings, and dividends on all classes of
shares, with any arrears of preferred dividends to.be disclosed.
This‘includes all forms of debt and borrowings, notionly-

long:term debt.

EC7. Increase/decrease in retained earnings;at end of period.
(Note: the information contained in the profile section (2.1~2.8)
enableés calculation of several measures, including ROACE
(Return On Average Capital Employed)).

Publ